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A Banker’s Diary 


THOSE who require a straightforward exposition of the Mone ‘tary Fund Scheme 
can be commended to study the admirable exposition of the “‘ Bretton Woods 
Agreements,’ by E. A. Goldenweiser and Alice Bourneuf, 

The in the September issue of the Federal Reserve Bulletin. 

Gold Standard In viewof the prevailing representation of the U.S. authorities 

Myth—An as hard money fanatics, it is reassuring (to any who have 

American View taken this contention seriously) to find that this exposé of 
the aims and objects of the Plan by a high official of the 

Federal Reserve Board is quite in conformity with the views expressed on this 
side by Lord Keynes and Sir John Anderson. There is not the slightest 
suggestion that the scheme would be operated to secure undue rigidity of the 
parities fixed. On the contrary, Mr. Goldenweiser points out that: “ By 
providing for alterations in exchange rates when necessary and by giving 
member countries time in which to take corrective action the Fund would aim 
to eliminate the harmful pressures on the economies of individual countries 
which otherwise might have adverse effects not only on the country concerned 
but on other countries as well.” 

Such adjustments would not destroy the hoped- for stability of exchange 
rates : “‘ Their purpose is to accomplish the opposite. Stability does not mean 
rigidity, and rigidity in the past has resulted in extreme instability. 
Persistence in attempts to maintain the existing rate is likely to have im- 
portant disturbing effects both at home and abroad and to result in the 
necessity of larger and more frequent changes in rates when the changes are 
eventually made than would have been nece ‘ssary had the country acted 
promptly. The provision for orderly changes in rates at such times, in con- 
sultation with the Fund and with its concurrence, is, therefore, expected to 
result in the long run in more rather than less stability of exchange rates. 
Stability, however, is viewed not as an end in itself but as a means of promoting 
trade, and, through trade, a high level of employment and income. _Insistence 
on stable rates, irrespective of the effects of those rates on employment and 
income, might have meant losing sight of this objective.’ 

Similarly, Mr. Goldenweiser is quite clear that the scheme does not in the 
least represent a return to the gold standard. The Fund “ proposes to re- 
establish international currencies on a gold basis, but to eliminate or moderate 
the disturbing rigidities which characterized the gold standard.” One im- 
portant difference ‘“‘ between the gold standard world and the National 
Monetary Fund,” he points out, “‘ is that such adjustments as might have to 
be made in exchange rates are intended to be orderly, systematic, non- 
competitive, and to be taken in the light of full information and consultation 
with an impartial body. They should not involve a breakdown of established 

machinery, as they did under the gold standard. Another important difference 
is that such borrowing of short-term funds as was done under the gold standard 
was entirely uncontrolle d and consequently subject to uncertain conditions 
prevailing in the short-term money market, while under the Fund there would 
be facilities available for obtaining temporarily the use of foreign currencies 
on reasonable and equal terms for all countries, regardless of pressures that 
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mg exist in money markets. The result of these differences is that under 

the International Monetary Fund the violent domestic adjustments at times 
required by the gold standard would be avoided, both because the Fund would 
enable a country to tide over a bad situation and would exert its influence 
to cause proper adjustments to be made, and because a change of exchange 
rates would be permitted when it became necessary.”’ 


IT is now an open secret that Lord Keynes’ mission to the United States has 
been concerned primarily with arranging for the prolongation of Lend-Lease 
beyond the end of the German war on terms that would not 
The hamstring any revival in our export trade to the same crippling 
Export extent as the present arrangements. Publication of our war- 
Figures __ time export figures, after the lapse of more than four years, 
thus came at a psychological moment to reassure American 
opinion, by disposing finally of the recurrent suggestions in American business 
circles that this country has been abusing Lend-Lease to maintain export 
contacts, or evén diverting Lend-Lease materials to commercial exports. 
Now that the detailed figures are before us, it can be seen that such suspicions 
were perhaps not so completely devoid of any rational basis as one would have 
been inclined to suppose. It is, of course, Latin-America in which U.S. 
exporters tend to be most interested, and in value terms our exports to Chile, 
Bolivia, Ecuador, and Paraguay were actually slightly higher than in 1938, 
while between 1942 and 1943 there was a marked increase in exports to both 
Chile and Brazil. On the other hand, this was more than offset by substantial 
reductions for Argentina, Uruguay and Venezuela, so that total exports to 
Feira in 1943 amounted only to {21.3 millions, as compared with 
34.2 millions in 1938. It goes without saying that, in view of the intervening 
rise in prices, the reduction in volume was considerably greater. 

What matters, in any event, is not our trade with any particular markets, 
but the volume of our exports as a whole, and in 1943 this amounted to no 
more than 29 per cent. of the 1938 level. In individual classes the contraction 
has, of course, been considerably greater. Thus, exports of coal, iron and 
steel and manufactures thereof, and of vehicles, were all reduced last year to 
10 per cent. of the 1938 volume or less. In some cases this has been due to the 
direct handing over of markets to other sources of supply. Shipments of 
tinplate to the Dominions, for example, have become almost negligible. Silk 
and artificial silk yarns were the only line in which exports “had actually 
increased since war began, but chemicals still amounted to 81 per cent. of 
their pre-war level while, as might be expected, textiles have fallen off less 
than the metal groups (woollens 39 per cent., cotton goods 31 per cent.). 


THE contraction in exports has been due partly to enemy action, but to a far 

greater extent to deliberate policy. The monthly figures show that the 

abortive export drive of 1940 succeeded in raising exports to a peak level 
of £48.3 millions in April of that year (as compared with £37 


Effect of millions in April 1938). Towards the end of that year, 
Enemy however, the severe air raids and the bombing of the ports, 
Action and especially the burning of the London docks, sent 


exports down again to considerably less than half of this 
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level in the final quarter of 1940. By 1943, moreover, as will be seen 
from the table below, trade had been entirely cut off with enemy or e enemy- 
occupied countries which accounted for more than 2g per cent. of our 1938 
exports of £471 millions. 














Area 1938 1942 1943 
£m. fm. £m. 
British Countries : 

Enemy-occupied .. ma a6 Se ar ni 22.9 Be 7 = 
Other . os ss ee oe ee oe 211.9 173-5 149.2 
TOTAL a ti a 234.8 175.2 149.2 

Foreign Countries : 

Enemy and enemy-occupied ro oe ae a 114.9 1.8 — 
Other an sa a én nt se oa E2E 3 92.5 83.0 
TOTAL = os “- ay 236.0 04.3 83.0 

nemy and enemy-occupied countries in Europe* si 112.0 —— vos 
Other Mediterranean countries as as ie 27.2 20.7 ) Pe 
Rest of Europe a ae < ne in 45.0 35.0 29.2 
Rest of Africa P a a << ‘ve si 63.3 51.9 47.6 

Enemy and enemy-occupied countries in Asia .. mas 25.8 3-5 -—— 
Rest of Asia 7 - P ar si i 50.1 29 24.0 
Oceania ar a a ea iv ae nia 58.1 45.1 40.1 
as h America a ar ae ne 44.6 50.2 43.3 

entral America and West Indies .. od me ist 9.9 8.5 7 
South America ae ae is wie - ws 34.2 24.6 25.3 
TOTAL, ALL COUNTRIES sna mn 470.8 269.5 232.2 





* This includes all those countries in Europe (excluding Italy) which were enemy or enemy- 
occupied at the end of 1943. 


In the meantime, it had in any case been realized that it was a waste of resources 
for this country to continue to produce inessential goods for shipment to 
Empire markets, while the introduction of Lend-Lease in 


Change March 1941, and the subse “1 nt entry of the United States 
in in the war, made it possible to apply similar principles to this 
Policy most important source of supply. The official summary 


states that ‘‘a steady reduction in the amount of labour and 
material that could be devoted to exports led to an increasingly stringent 
application of the rule that exports could only be pe rmitte d if they were 
essential to maintain the life of the country concerned.’”’ The conception is 
obviously a somewhat elastic one, however, as whisky continues to account 
for nearly one-third of our entire exports to the United States. Further, 
it is pointed out that “exports to North America were exceptional in that 
they were one-eighth larger in value in 1942 than in 1938, and in 1943 were 
nearly the same as in 1938. Canada and the United States both showed the 
same kind of movement for these years.’’ It seems fairly clear that, in spite 
of Lend-Lease and the principle of the pooling of resources, this country’s 
need of dollars continues to have some influence on export policy. To the 
markets remaining to us, including North America, aggregate exports in 1943 
amounted to 70 per cent. of the 1938 level in value terms, the proportionate 
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reduction being almost exactly the same in respect of British countries and 
foreign countries. 


In this country, it has long been well understood that a sharp reduction in 
our exports was necessitated in the interests of the war effort, and the actual 
figures therefore come as no surprise. At the same time, they 


The serve to emphasize the formidable nature of the task which 
Post-War confronts our export industries after the war. To achieve 
Export the 50 per cent. increase in the volume of exports above the 


Problem pre-war level, needed to fill the gap in our balance of payments 
due to the loss of investment income, nothing less is required 
than a five-fold expansion in exports above their 1943 level. (The current 
level is understood to be actually somewhat lower still.) To secure such an 
expansion will be no easy task, and to the extent that it is achieved there is 
the very extensive proble m of reconversion to be overcome. This, moreover, 
is the increase which is needed merely to pay for current imports. If India 
and the other overseas countries which have accumulated vast sterling balances 
during the war expect to draw upon these in the early transition period, the 
expansion in exports would have to be still greater if imports are to be sufficient 
to provide a reasonable standard of living for our people. 

There are two main obstacles to such an expansion in trade. The first 
is the protectionist mentality that may render some of the Dominions and of 
our other overseas markets reluctant to dismantle the secondary industries 
built up during the war, even though these were only brought into existence 
by the severance of normal communications and could stand little chance of 
competing on equal terms with our own old-established industries in normal 
circumstances. <A variant of this mentality is that embodied in the so-called 
Bombay Plan, which would be prepared to import capital goods alone from 
this country in the years after the war, with the object of building up domestic 
industries that would eventually enjoy a monopoly of the Indian market for 


consumption goods. 


THE second difficulty to be overcome is the technical backwardness of so many 
of our basic industries. The declining productivity in coalmining was dis- 
cussed in detail by Mr. Walter Hill in our last issue, while 

Industrial more recently considerable anxiety has been caused by the 
Inefficiency report of the Cotton Mission to the United States, showing 
that output per man-hour is anything from 18 to 89 per cent. 

higher in the various sections of the American industry than in Lancashire, 
mainly for the reason that the United States employs more modern machinery, 
such as the automatic loom. It is true that these figures relate to physical 
productivity and not value productivity, that there are some advantages 
in a normal peacetime environment in the greater flexibility of an industry 
ganized for batch production rather than mass production, and that intensive 
use of capital is more economic in the United States than in this country 
owing to the relatively higher level of labour costs. But there is equally 
no doubt that excessive conservatism and waning enterprise have caused 
cotton and a good many other of our industries simply to fall behind in technical 
efficiency. Of course, the mere abandonment of restrictive practices by 
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employers and labour alike would permit a substantial advance in productivity. 

Nevertheless, the cotton report and other enquiries. of the same kind make 
it quite obvious that our industry can be brought up to full efficiency by 
modern standards only through the installation of vast amounts of new plant, 
involving an investment of many hundreds of millions of pounds. This 
comes at a particularly inconvenient moment, since our national resources 
in the transition period will be more strained than ever before, simply in 
making good war damage and providing a reasonable standard of living for 
our people. Re-equipment has not only a general but also a direct bearing on 
our export capacity, since the engineering industries will be one of the most 
promising sources of increased exports after the war, and one cannot both 
instal machinery at home and export it. Direct conflict between the demands 
of export and of home investment has already arisen, for instance, in the case 
of the woollen industry, where manufacturers are insisting that no machinery 
should be sent abroad until Yorkshire is completely re-equipped. 


FORTUNATELY, there are some factors that will facilitate a rapid expansion 
of our exports in the immediate post-war period, in spite of the severance of 
old-standing contacts through the exigencies of war and the 

- British relative advantage enjoyed by American manufacturers, not 


and only through the maintenance of U.S. cash exports, but also 
American (as pointed out in the latest Lend-Lease report) by the fact 
Prices that Lend-Lease is familiarizing the peoples of many countries 


with a whole range of U.S. civilian products. The basic factor 
is, of course, the worldwide backlog of demand for goods of all kinds, which 
for a time will make it possible to sell almost anything virtually regardless of 
price. To this must be added the presumable disappearance both of German 
and Japanese competition for a period, leaving this country and the United 
States virtually in possession of world markets as the two largest industrial 
exporters. After a time, however, considerations of price must once again 
have their normal significance. The logic of the deterioration in our capital 
position, coupled with the emergence of the United States as the greatest 
creditor nation, demands a relatively greater increase in British exports than 
in American exports. So far there is no sign that this would be brought about 
automatically through price movements. The over-all price of our exports 
rose by 71 per cent. between 1938 and 1943, whereas U.S. export prices have 
risen only by 50 per cent. Since in the meantime sterling has depreciated 
by about 17 » per cent., the relative cost of British and American products to 
third parties is about unchanged (assuming the maintenance of the present 
official exchange rate). 

Even more important, perhaps, there is little sign (outside the publication 
of the U.S. Department of Commerce) that Britain’s balance of payments 
problem is understood in the United States. On all hands, one hears of 
intensive preparations for an American export drive, and very little of 
measures that would enable the rest of the world to pay for these goods. 
Somehow, the American public must be brought to understand that Britain 
must henceforth be the largest exporter on current account, as the only 
alternative to a contraction in British imports that would destroy the prosperity 
of many of America’s overseas customers, thus reacting adversely on U.S. 
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exports in the long tun. Every day it becomes clearer that the only policy 
permitting large American exports side by side with the needed expansion 
in our own trade would be the grant of American loans to third-party countries 
who would not be tied to spending the entire proceeds on American goods. 
Hence it is disquieting to observe the remarks of Mr. Harry Hopkins concerning 
tied loans, and the persistent suggestions that this country, already staggering 
under a burden of external debt, “should accept a direct loan from the United 
States. 


THouGH the lifting of the statistical blackout has not extended to the publica- 

tion of import figures, the export statistics make it possible to form some 

rough estimate of these by means of a guess at our remaining 

An invisible export income. If this is placed at £350 millions 

istimate jn rg40 and 1941, and £250 millions in the two following 

of Imports years, this would indicate, as shown in the following table, 

that our cash imports exceeded {1,500 millions in the two 

earlier years and exceeded {1,100 millions in 1942 and 1943. The figures 

would, of course, rise or fall ‘according as invisible exports have been under- 
or over-estimated. 





1938 1940 1941 1942 1943 
ém. £m. fm. fm. £m. 
Merchandise exports .. oi ac 532 411 365 269 232 
Overseas disinvestment se a 66* 756 797 635 655 
595 1,107 1,162 904 837 

Shipping and investment income, etc. 
(net) .. se bd as a 322T (350) (350) (250) (250) 
Cash imports ae ws we wn 920 (1,517) (1,512) (1,154) (1,137) 


* Partially met by a net export of {11 millions of silver 
t Allowing for £13 millions excess of Government payments overseas. 


IN an article in this issue, Dr. Einzig calls attention to the problem of the 
overseas sterling balances which are already huge in amount and are still 
piling up. There can be no question at all that the liquidation 

The of these external debts would involve a very serious burden 
Sterling on this country after the war, and Dr. Einzig strongly criticizes 
Balances the policy of the Treasury which has allowed them to come 
Problem into existence. Whether it would have been possible in all 
cases to include Lend-Lease agreements with the countries 

concerned is perhaps open to question. By far the most important holder 
of these balances is India, and there the division of political opinion raises 
very delicate issues. Moreover, responsible quarters in India far from hostile 
to this country would argue that, so far from this country having saved India 
from invasion, in the actual circumstances of 1940 it was the highly-trained 
Indian army which saved the whole Empire. What cannot be questioned is 
that it was a very grave oversight on the part of our authorities to conclude 
an agreement based on the pre-war exchange rate for the rupee, without 
permitting any adjustment for movements in relative price levels. The 
result is that the greater the degree of inflation, the greater the amount of 
our sterling liability. This could have been prevented either, as Dr. Einzig 
argues, by an adjustment of the rupee exchange rate or, if that were not 
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practicable, by deflating the sums accrued on the basis of a price index, as 
was suggested in our July issue. 

Meanwhile, the Indian trade figures illustrate Dr. Einzig’s point that 
only a small part of these balances ‘had its counterpart in actual exports to 
this country, the bulk representing war expenditure within India. As will be 
seen from the table be ‘low, India’ s export surplus to the United Kingdom 
for the three years 1941-1943 totalled no more than {£70 millions, and the 
export surplus to the rest of the Empire £54 millions. 

INDIA’S TRADE WITH U.K. AND EMPIRE 
(Rupees 00’000’s omitted) 
| Export (+) 


| Imports or 
Exports Imports Export | Exports to from import (—) 
to U.K, from U.K. surplus | Empire* Empire surplus 
1941 a 71,42 36,15 35,27 70,22 71,09 — 0,87 
1942 a 63,28 33,86 29,42 | 67,25 35,85 31,40 
1943 ad 54,40 24,53 29,57 | 69,09 27,85 41,84 


* Excluding U.K. 


It had been hoped that the new issue of 12 per cent. Exchequer Bonds 
(together with the peak revenue inflow) would help to reverse the rapidly 
rising trend of bank deposits. In substituting this short 
The New dated issue for the National War Bonds, 1952/54, of which 
Exchequer sales are temporarily suspended, the Treasury is bowing to 
Bonds the manifest desire of investors to hold their funds in short- 
term form. For nearly a year past, subscriptions to the long 
dated Savings Bonds have been disappointing, while in the past three or 
four months even the medium-dated War Bonds have clearly lost their former 
appeal. The result, of course, is that the Government is compelled to cover 
its current deficit increasingly by means of borrowing through the banking 
system. This “ liquidity preference ’’ was undoubtedly due to a large extent 
to the desire of industry to have liquid funds available for employment in 
the finance of reconversion, so that even a five-year bond might at first sight 
seem too long. It must be remembered, however, that the rate of spe nding 
for such purposes must necessarily be regulated throughout the transition 
period by the maintenance of physical controls over investment ; and this 
means that a large part of the vast sums set aside during the war must perforce 
remain unspent for some considerable time after the defeat of Germany. 
Even so, subscriptions to the new bonds totalled no more than {6 millions 
during the first fortnight, though this may be largely an aftermath of the 
last minute rush for National War Bonds to the tune of {119 millions. 


OTHER things equal, the higher return on the Exchequer Bonds, as compared 
with the Treasury deposit receipts, would render them highly attractive to 
the banks themselves and might be expected to cause sub- 

Bankers stantial conversions of T.D.R.s. Over the past year, deposit 


and the _ receipts have provided the counterpart for virtually the whol 
E.P.T. of the expansion in deposits, and now represent more than 
Factor 36 per cent. of total assets; whereas investments have risen 


b »y only £14 millions during the past twelve months and their 


ratio to deposits has thus declined from over 30 per cent. to only 27 per cent. 
Since there is little hkelihood of any substantial contraction in bank deposits 
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after the war, such liquidity appears on the face of it excessive. On the other 

hand, there is no incentive to accept the nominal sacrifice of liquidity, involved 
in the substitution of Exchequer Bonds for Treasury deposit receipts, on the 
part of any bank which has reached its E.P.T. standard ; and it is understood 
that at least some of the banks must now find themselves in that position. 
Meanwhile, the clearing bank returns for November seem likely to show a 
contraction in deposits rather than a further increase as a result of the bumper 
final subscriptions to National War Bonds. <A paradoxical result of the 
I’xchequer Bond announcement has been a rise even in the long-dated and 
irredeemable stocks, which formerly showed a sagging tendency notwith- 
standing substantial supporting purchases on the part of Government 
departments. 


L. IKE the gay preceding returns, the October clearing bank figures are strongly 
nfluenced by the shrinkage in subscriptions to the tap issues and the corre- 
spondingly increased need for floating debt finance. Deposits 

Further reach a new record of £4,342.4 millions, an increase of as 
Rise in much as £242 millions since the end of June, compared with 
Deposits a rise of only £183 millions over the corresponding months 

of 1943. The increase on the year, as will be seen from the 

table below, now amounts to £530 millions, as against only £372 millions in 
February, so that the expansion in bank credit during the past eight months 
has been as much as {158 millions greater than over the same period of last year. 


October Change on: 
1944 Month Year 
fm £m fm 
Deposits ‘ ua ea 4,342.4 + 91.3 + 529.7 
Cash .. o« > é< 453.0 ! 9.9 + 59.0 
Call money . : ea 191.3 oe O.1 — 39.9 
Bills wi ~~ ‘3 160.5 — 39.0 — I1.5 
T.D.R wr ft . 1,566.5 123.0 + 431.5 
Investments ex ee £27257 10.9 + 13.6 
Advances 734-7 — 0.5 — 5.2 


On the assets side, the addition to deposits is considerably more than offset 
by a further jump of £123 millions in T.D.R. holdings, making a cumulative 
increase of £321 millions in that item since the end of June. The October 
debt return shows that £277 millions of deposit receipts redeemed during 
the month included no more than £26.5 millions of pre-encashments. With 
subscriptions to the Government aes running at a low level, the scope 
for pre-enchashments was necessarily somewhat limited, and to assist in 
meeting T.D.R. calls totalling £400 millions during the month the banks have 
therefore been obliged to allow £39 millions of bills to run off, leaving the 
discounts item once again down on the year and considerably lower than before 
the war. Since there must have been a considerable addition to discount 
market portfolios during the month, the absence of any increase in the banks’ 
call money is rather surprising. The decline of £11 millions in investments is 
entirely accounted for by a contraction in the securities portfolio of Martins 
and the Westminster. Advances were little changed on the month, but now 
once again show a decline on the year, as compared with an increase of over 
{26 millions as recently as June. The two main earning assets taken together 
have risen by no more than £8.4 millions during the past twelve months, 
which have seen an expansion in deposits of well over £500 millions. 
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Boom Everlasting in the Beveridge 


Utopia 


‘ Shall we be in a position, or can we get into a position, to abolish unemployment ? 


lo minimise tt, I believe ; to rid it of most of its accompanying evils, I have no doubt. But 
tn any veal sense to abolish ti ? History telis me—you may not agree—that this is a dream.... 
Unemplovinent will vary with the speed and the unexpectedness of change. Some people 

m to suggest that the transfer of the control of this or that industry, or of all industry, 
from privaie to public hands is the cure. But I cannot see that any change of control in the 
cotton industry could affect that world-demand for piece-goods and sewing cotton on which 
its now vather precarious prosperity vests. The State, or the cotton corporation, or whatever 
the controlling authority might be, would, I confidently expect, be slow to dispense with 

wkers all along the line, from the administrative staff downwards, tf the industry showed 

gens of contraction. (How often is even an incompetent, not merely a redundant, servant 
f any grade put out of employment by, let us say, the Foreign Office ov the Oxford City 
Council ?) My distinguished coll mts Mr. Maynard Kevnes, put into circulation among 
economists a few years ago the technical phrase ‘ full employment’ as an attainable ideal. 
But in that phrase ‘ full’ hardly means what it says. It excludes ‘ frictional’ unemploy- 
ment. Now most great unemployments have in fact been frictional. . ..I am therefore 
disposed to think that anyone who feeds his fellow citizens with hopes of a Britain, or a world, 





employment in tts various forms is doing his fellow citizens no kindness.” 
—Sir JOHN CLAPHAM. 


HE prevention of mass unemployment being at least as much a political 

as an economic problem, no pronouncement on this topic can fail to have 

its political aspect. In an especially high degree, that applies to the 
long-awaited study of “ Full Employment in a Free Society,’’ published last 
month by Sir William Beveridge (Allen and Unwin, price 12s. 6d.). Com- 
bining a serious study of the unemployment problem with something very 
much like a political manifesto by the newly-elected member for North 
Berwick, the “ Liberal with a Radical Policy,’’ this document has a dual 
nature that makes it very difficult to assess purely as a piece of economic 
analysis and prescription. From the point of view of the general public it 
will undoubtedly be regarded primarily as an electioneering promise that, 
if only our economic affairs were entrusted to the author, unemployment 
would never again rise above 3 per cent., or 550,000, that income tax would 
be reduced to 5s. 10d. by 1948 and private consumption restored in the same 
period to 19 per cent. above the 1938 level. Yet that would be an interpreta- 
tion impossible to substantiate from a careful re ading of the Report itself, 
which is in many respects highly realistic. 

In its main outlines, the analysis does not differ basically from the now 
conventional approach embodied in many recent publications, from the 
Unilever pamphlet to the Government’s White Paper on employment policy. 
The main theme is, of course, the need for maintenance of aggregate demand 
as a necessary condition of fullemployment. That is a doctrine now accepted 
by all political parties and all schools of economic thought. We are all 
Keynesians nowadays and it would be absurd for any party or individual 
to claim a monopoly of expansionist views. Such an attempt would be 
particularly inappropriate on the part of Sir William Beveridge, who is on 
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record as holding that unemployment can be due only to specific and not to 
general factors and who until recently was in the habit of denying the validity 
of the whole Keynesian thesis. 

A correct monetary policy, however, can be no more than the first tentative 
approach towards an employment policy. All the real difficulties arise out 
of the specificity and immobility of labour, the freedom of the individual 
to choose his occupation and of consumers to buy what they wish. For a 
community which sets store by freedom, the problem is infinitely more difficult 
than for the totalitarian states which take for granted the power to dragoon 
their citizens both as producers and consumers. Hence, the Employment 
White Paper was on sure ground in asserting that “it will not be enough to 
rely on the general maintenance of purchasing power to solve all the proble ms 
of local une mployment.’’ Yet all the more optimistic predictions of Sir William 
Beveridge derive ultimately from a denial of that fact. Thus, we are assured 
thé it of the various factors on which the volume of unemployment depends 

‘deficiency of total demand is the most important.” It would follow that 
a mere readiness to turn on the monetary tap could be regarded as the solution 
for the entire problem. In other passages, however, Sir William shows clearly 
enough that he does not believe this himself. Indeed, at one point (p. 173/4), 
there is the clearest possible warning that the problem must prove completely 
insoluble without important changes in institutional arrangements: “If, 
with peace, industrial demarcations with all the restrictive tendencies and 
customs of the past return in full force, a policy of outlay for full employ ment, 
however vigorously it is pursued by the State, will fail to cure unemployment. 

Similar contrasts in emphasis, amounting at times almost to internal in- 
consistency, are to be found scattered throughout the whole work. In spite 
of the central assurance that maintenance of total outlay alone will do the 
trick, for example, it is admitted (p. 181) that “in Britain, between the two 
wars, structural unemployment was far more serious (than quantitative 
fluctuation in demand). . . . It resulted mainly from the decline of inter- 
national trade.” It is further admitted (p. 236) that ‘“ how completely 
industrial friction can be overcome in expanding home demand to compensate 
for declining overseas demand, it is impossible to say in advance.” Yet a 
sentence or two earlier we have pts ‘n assured that allowance has been made 
for this—admittedly imponderable—factor in assessing, in paragraph 160, 


the irreducible minimum of employment. gain, in an earlier passage 
(p. 190), it is implied that such frictional une mploy ment will, as a matter of 
course, be negligible: ‘‘ In so far as overseas demand for British products 


cannot be stabilized completely, it will still remain possible for the State in 
Britain to expand home demand to compensate for falling off of overseas 
demand, reducing unemployment to that which results from friction, that 
is to say, from inability of the men thrown out by depression abroad to turn 
over without delay to meet the increased demand at home.’ The general 
reader would hardly be expected to conclude from this passage that the un- 
important residual was admitted to have been the most serious source of un- 
employment between the wars 

An inevitable temptation “for anybody seriously concentrating on the 
unemployment problem must be to seek to minimize the various dislocating 
factors, such as technical progress or other causes of fluctuations in the de mand 
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for particular kinds of labour, which tend to produce frictional unemployment 
and call for adjustments demanding a high degree of mobility if this is to be 
eliminated. It cannot be said that Sir William has resisted this temptation 
entirely. The most intractable of all the dislocating factors is, of course, 
fluctuations in the overseas demand for a country’s exports, and it is there- 
fore encouraging to find Sir William stressing at various points that inter- 
national trade is absolutely vital to Britain and that “hardly any of our 
imports before the war can be described as luxuries’ (p. 213). Yet in com- 
menting on the White Paper (p. 267), Sir William questions whether it is in 
fact necessary to expand exports in order to close the gap in our balance of 
payments due to the loss of investment income. “ Is this certain ? ” he asks. 

There is the alternative of cutting down imports and becoming more in- 
dependent. . . . The stability of international trade is as important as its 
scale.”’* 

Another awkward factor, of course, is freedom of consumers choice. On 
this subject we find such remarks (p. 185) as: ‘‘ The citizens’ outlay might 
not be wisely directed, having regard to the quality and location of the available 
labour,” or “ In a free market economy consumers can buy only that which 
is offered them, and that which is offered is not necessarily that which is of 
most advantage to them.” Clearly, Uncle William knows best—and does, 
in fact, plan to provide us with such amenities as mass-produced washing 
machines, sinks and refrigerators, as well as subsidized food and fuel. This 
kind of thing obviously raises the point whether the reference to a “ Free 
Economy ”’ in the title does not beg certain questions, and tends to throw 
doubt on the claim that the proposals would not infringe any essential liberties. 
Freedom of choice of occupation is, of course, a most fundamental liberty, 
and in addition to proposing the compulsory direction of juveniles into in- 
dustries, Sir William stresses that ‘‘ work means doing what is wanted, not 
doing just what pleases one’’ (p. 23), and that “ it should be accepted as 
a general citizen duty that if there is a demand for labour at fair wages, men 
who are unemployed for any substantial period should be prepared to take 
that work” (p. 173), and again (p. 36) “‘ full employment cannot be won 
and held without a great extension of the responsibilities and powers of the 
State’’ (our italics). Of course, nobody would suggest for a moment that 
Sir William of all people has ne farious de signs on the liberty of the subject. 

3ut these passages nevertheless serve to emphasize that his rosy predictions of 
97 per cent. employment for ever do assume that pe ople will not make incon- 
venient use of the various economic liberties enjoyed in the past. 

Indeed, it is frankly admitted that Sir William regards our economic liberties 





* Those who have been in the habit of regarding export trade as pre-eminently the sphere 
for free competitive enterprise will be interested to note the following passage (p. 238): ‘‘ The 
whole trend of the argument of this Part of the Report is towards a management of international 
trade, in place of leaving it to unregulated competition. That is to say, it is towards that for 
which the cartels stand. To attempt to destroy or stop cartellization would, therefore, be a 
contradiction of policy. . . . It will not be sufficient to have scrutiny on behalf of the Govern- 
ment exercised by Civil Servants of no technical knowledge. What is wanted is that those 
who have the responsibility of conducting great and highly organized industries should come to 
regard themselves as agents of a wider policy than that of their business. Just under what 
forms and by what institutions this can best be accomplished can probably be learned only by 
experience.” 
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not as absolutes but as conditional on good behaviour: “ The degree of 
liberty in such matters (as industrial discipline, determination of wages, 
determination of prices, treatment of monopolies and price associations) 
which can be left to agencies independent of the State, without imperilling 
the policy of full employment, depends on the responsibility and public spirit 
with which those liberties are exercized’”’ (p. 37). In other words, we may 
be asked to sacrifice quite a deal for the sake of 97 per cent. employment, 
whereas other students of the problem might be prepared to accept a slightly 
less exacting definition of full employment, not only for the sake of greater 
realism, but with an eye to the preservation of economic freedoms. It is 
only when one aims at a maximum of 3 per cent. unemployment that the 
problem becomes insoluble without an enormous increase in the powers of 
the State. 

Technically, the main difference between the Beveridge solution and the 
White Paper approach is in the treatment of private investment. Sir William 
would seek forcibly to stabilize private investment with the aid of a vaguely- 
sketched National Investment Board, whereas the Government were prepared 
to adjust public expenditure so as to compensate for swings in private invest- 
ment. This, according to Sir William, is “‘ equivalent to treating British 
industry as if it were a sovereign independent State, to be persuaded, influenced, 
appealed to and bargained with by the British State.’”’ It is true that Sir 
William proposes to encourage private investment (when such outlay would be 
convenient to the State) by means of interest subsidies and tax inducements. 
But for the most part an undisguised hostility to private enterprise runs 
through the book. Thus, it is aggressively asserted that ‘“ Business at home 
must learn to put its own house in order and not trust to compensatory fluctua- 
tion of outlay by the State.’ Yet it is difficult to see exactly how any in- 
dividual business, or even industry, can ensure stability of total investment 
by the most exhaustive house-cleaning. Indeed, in another passage (p. 16), 
Sir William himself acknowledges that “ To look to individual employers for 
maintenance of demand and full employment is absurd. These things are 
not within the power of employers. They must be undertaken by the ‘State, 
under the supervision and pressure of democracy.’’ It is, in fact, repeatedly 
stressed that the responsibility for maintaining aggregate demand must be 
that of the State. Hence, when it is asserted that the justification for an 
extension of Government action into fields hitherto left to private enterprise 
‘lies in the failures of the past,’’ one is inclined to wonder on whose part the 
failure is supposed to have been. 

While the White Paper is clearly open to criticism on the ground of excessive 
timidity on questions of public finance, its attitude to private investment is 
surely no more than a realistic acceptance of the fact that private enterprise 
does exist and is expected to provide the driving force of by far the greater 
part of our economy for some years at least. This implies a recognition 
that private investment in any real sense means that the entrepreneur is 
undertaking a financial risk ; and this in turn means that if the State exercizes 
coercive powers over such decisions the outlay can no longer be regarded 
as private investment in any true sense. Moreover, if (as Sir William also 
holds) private investment has hitherto been insufficient to secure full employ- 
ment over a period, it would seem to be sound sense to permit such investment 
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to proceed when confidence is high, reserving public expenditure (with its 
accompanying increase in public debt) for periods when a decline in activity 
threatens. Sir William has no such inhibitions. In the Beveridge milennium 
several important industries would be taken over straight away and private 
enterprise as a whole would be regarded as permanently on trial and have no 
real security of tenure : 

“Tf the State fails by lesser methods to bring about sufficient stability 
in private investment, even though consumption is expanding steadily, the 
case will be made out either for bringing a large part of industry into public 
ownership, or for stronger controls over private investment generally ”’ (p. 189). 
Obviously, in such a world the volume of private investment (and therefore 
the sphere left by the State to private enterprise) would continuously contract; 
and though Sir William and his merry men might regard that merely as an 
incidental advantage of the proposals, others will hold a contrary view. It is 
interesting that nationalisation is proposed without any qualification as to 
the inherent suitability of an industry for bureaucratic control; interesting, 
too, that whereas private enterprise is to be permanently on trial, it is taken 
for granted that socialism (without any trial at all) will provide an infallible 
re medy for any economic ills. 


Finally, it must be said that, although expansionist views on monetary 
policy are now common property, Sir William gives a definition to full em- 
ployment and the maintenance of total outlay that is definitely inflationary. 
Thus, we are told (p. 29) that ‘“ total outlay should always be high enough 
to set up a demand for products of industry which cannot be satisfied without 
using the whole manpower of the country.” In other words, if frictional 
and structural unemployment should be substantial and intractable, there 
would be a continuous upward pressure on prices. This is a very different 
thing from being willing to expand up to the point of full employment as and 
when resources can be reabsorbed into productive employment. This, of 
course, leaves aside the question, recognized in the book, whether a permanent 
sellers’ market for labour on the scale envisaged would not inevitably lead to 
an inflationary wages spiral. To meet this difficulty Sir William trots out 
the familiar suggestion of a co-ordinated national wage policy, but there is 
as yet no sign that the Trade Union movement is prepared for a basic change 
that would deprive the individual union of what is at present its central func- 
tion: namely to press for increased wages whenever the traffic will bear such 
an increase. 

Fortunately, none of the criticisms of Sir William’s analysis and pre- 
scriptions invalidate Mr. Kaldor’s estimates of the post-war national income 
and budgets, which are a valuable feature of the book. These necessarily 
incorporate the assumption of unemployment at only 3 per cent., but adjust- 
ment under that head can easily be made if desired. Actually, the assump- 
tions of a 20 per cent. rise in real output (allowing for a 13 per cent. increase 
in productivity) and a 33 per cent. rise in prices do not seem over-optimistic ; 
certainly, our financial problem and the provision of a reasonable standard 
of living for our people in the transition period will present very great diffi- 
culties unless an expansion of that order in national income is achieved. 
Mr. Kaldor’s main figures are summarised in the accompanying tables. 
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THE CONSOLIDATED ACCOUNT OF PUBLIC AUTHORITIES IN 1938 AND 1948 


(£ millions) 














Revenue 1938 1948 Expenditure 1935 1948 
Taxation 
Central Government 888 1,655) Central Government... 1,013 1,685 
Social Security ar 300 Social Security a 320 655 
Local Authorities .. 211 250 | Local Authorities oP 399 415 
Total Taxatioi pa 1,221 2,205 Gross Total Expenditure £732 2,755 
Income from property 14 7o | Less Transfers from— 
Central Government 
Total Revenue.. 7 1,205 2,275 | to Social Security —-152 — 355 
Deficit : P 78 . Central Government 
toLocalAuthorities — 169 
Local Authorities to 
} Social Security .. 5 - 
} sisi = 
| Total Transfe: 389 — 480 
Total Revet nd 
Deficit . 1,343 2,275 Net Total Expenditure 1,343 2,275 
Not For the individual items except Central Government taxation see Tables 52-54. For 


Central Government taxation in 19338, see Cmd. 6520, items 33, 40, 77, 81. Central Government 
taxation in 1948 is derived as a residue being the amount necessary to balance the total budget 






rf lic authorities. The difference between the £78 millions deficit in 1938 shown in this 
and the £75 millions shown in Table 39 is due to the fact that in Table 39 items are shown 
it factor cost, while in the present table they are at market prices. The difference between 


the total taxation of £1,161 millions in 1938 shown in Table 42 and the {1,221 millions shown 
in the present table is due to (i) general indirect taxes falling on the Government, £32 millions ; 
(ii) subsidies, £15 millions; (ili) workmen’s compensation—which was added to public expendi- 


ture in Table 53 for purposes of comparability of social security expenditure—£13 millions. 


CENTRAL GOVERNMENT EXPENDITURE IN 1938 AND 1948 


f millions) 


1935 1948 

Interest on National Debt (a ia ea es - 200 500 

Other Consolidated Fund expenditure ai a “ns 16 20 

Defence Services (b) : is ee oe eo os 379 480 

Civil Votes 

Social Security ae ia ou as ran Te 152 355 
War Pensions (d) ss ow ae ma oe ee 40 100 
Grants to local authorities (e) es wa os es 169 125 
Other Civil Vote f) os os oe “a o 23 50 
Other post-war contingencies (g) ee “s o' oa —- 40 

ieee 3°4 ae 070 

Cost of tax collection ‘ ni wa as se or 14 15 

Capital expenditure, included in Civil Votes in 1938 (/ ica 20 : 

rotal Expenditure ei én ee a 1,013 1,655 

Nol 1) For bases of estimate, see paragraph 33 (g) above. Interest paid to public funds 


is excluded from this item, but included in social security payments 
For 1938, this item includes issues under the Defence Loans on re-armament as well as 
expenditures on the preparation for war (such as A.R.P.) usually included under the Civil Votes. 
The 1938 figure is not representative of the pre-war rate of expenditure on defence, which 
amounted to only 100-4120 millions before re-armament began. 
For 1948, the defence expenditure was based on the assumptions stated in paragraph 33 (c) 


above. The estimate of 4480 millions was reached as follows. Pay and maintenance of the 
Forces, {230 millions (see Table 49 Expenditure on armaments and auxiliary materials, 
£250 millions. The latter item is more than twice the corresponding normal pre-war rate of 


expenditure, after allowing for a 33 per cent. rise in prices. 
(c) See notes (d) and (i) to Table 53. 
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(d) See paragraph 35 above. 

(e) See corresponding item in Table 52 

(f) Includes cost of civil administration, justice, etc. For 1948, it includes an additional 
o millions on account of the new Education Bill, in addition to the rise in the cost of education 
ue to the 33 per cent. rise in prices. See Cmd. 6458, Appendix. 

(g) This item represents an allowance for unforeseen commitments, other than expenditure 
1 capital account. 

(k) See paragraph 37 above. 








FULL EMPLOYMENT INCOME AND OUTLAY IN 1948 
(£ millions) 

1949 19395 1945 1935 
Prices Prices Prices Prices 

ivate Consumption 5,550 1,170 Private Consumption Out- 
Private Saving az re 705 575 lay ; oe « §,§50 4,170 

ixation of Private In- | Public Consumption Out- 
comes i es wa Zane 1,605 | lay ae sr act 1,135 855 

| Balance of Payments us - — 

Private Incomes 8,450 6,350 | Net Investment Outlay 

»vernment Income or ) 55 CO (Public and Private) 765 575 
ss Transfer Incomes .. 1,070 805 | 

{ = , , ero oes 4 
‘t National Income 7,450 5,600 | Net National Outlay rd 7,450 5,60, 





Not The derivation of all the items in this Table was explained above, with the exception 
public consumption outlay "’ (i.e. the expenditure of public authorities on goods and services 
irrent account) which was derived as follows : 

{millions 


IE 


Total Expenditure of Public Authorities (see Table 55) se ste i 2,275 
Less Transfer Expenditure (see Table 51) — 1,070 
Subsidies (Table 57) — 20 
/ Total Expenditure on goods and services at market prices ‘ ae 1,185 
| Less General indirect taxes falling on public authorities (Table 57) — 50 
Total Expenditure on goods and services at factor cost 1,135 

| a — 
ALTERNATIVE FRAMEWORKS FOR THE NATIONAL INVESTMENT PLAN 


(£ millions, at 1938 Prices) 


Actual 
Net Hypothetical Net Investment, 1948 
Investment, 
1938 Plan I Plan II Plan III 
Public Works (new roads, et« 40 40 40 60 
Public Utilities 60 60 90 100 
Buildings re si 245 300 400 400 
Plant and Machinery 20 15 8o 140 
Other fixed capital - 10 30 40 50 
Net increase in stocks and goods in process Mig 25 40 40 40 
st incurred in the transfer of property and invest 
ment of savings ° in ny ; 60 60 60 60 
tribution to the reconstruction of Europe - -- 150 
Total Net Investment 460 575 750 1,000 


Note . 
[In case Recommendation 23 
made a public service—the item ‘ 
by £15 millions.) 





For the definitions of the various categories in this Table, see note to Table 45, p. 360. 
of the Beveridge Report were adopted—i.e. industrial assurance 


‘costs incurred in the transfer of property ’’ should be reduced 
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The Rehabilitation of the Franc 
By Paul Bareau 


HE problem of the French franc is much more than a domestic issue. 


The measures being taken for its solution are bound to have an interested, 

sympathetic and slightly apprehensive external audience. Between 
the two wars France was a centre of almost persistent financial instability 
and monetary disorder—widely prevalent diseases in that period. It is not 
surprising, therefore, that the first halting steps taken by liberated France 
towards a new financial policy should be ‘watched abroad with feelings that 
are a compound of good will and anxie ty. 


The facts about the problem of the franc are not in dispute. The first 
of these facts is the exchange value of 200 francs to the pound and 50 francs 
to the dollar with which the currency has been endowed. No excuse need 
be advanced for giving that fact first mention. It does not suggest that 
France should subordinate her monetary policy to the objective of main- 
taining stability in terms of some external standard. If Great Britain has 
emancipated herself from these concepts of monetary orthodoxy, there is all 
the more reason why France should achieve similar financial liberation. But 
where so much else is in a state of flux, the exchange value of the French franc 
is, for the time being, a symbol of stability and a repository of public confidence. 
If the initial moves of French financial policy can ensure the maintenance of 
this exchange value they will have achieved all that can be reasonably expected 
of them. 


There is another good reason for giving this ‘“‘ external”’ fact priority. 
It opens up the angle of relativity from, which the French monetary problem 
must be viewed. It introduces the fact that sterling and dollars have 
deteriorated during the war and that due allowance for that deterioration 
must be made when assessing the measures taken by the French Government 
to rehabilitate their own currency. The new exchange rate of 200 francs 
to the pound compares with a pre-war rate of 176. The latter can hardly be 
taken as a fully equilibrated datum line on which to base calculations of 
disparities. The French franc had slumped through a series of devaluations 
from a rate of 75 francs to the pound in 1936 to 176 in 1939. The level of 
French prices had certainly not followed that abrupt change, and the French 
expert, M. Andre Istel, in the course of a recent lecture at the Sorbonne in 
Paris* estimated that the economic parity in 1939 was in the neighbourhood 
of 150 francs to the pound. If that be so, then the present rate of 200 would 
give a considerable margin for an increase in circulation, prices and costs 
in France over and above the expansion which has occurred in other countries. 

What is the damage which the years of occupation have inflicted on the 
franc? M. Istel describes it eloquently. For more than four years the Bank 
of France credited the occupation authorities with an average of 500 million 





*L’Or et le Franc. Esquisse d'une politique économique et financiére frangaise dans le 
cadre international. 
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francs a day—a sum greatly in excess of the needs of the troops and largely 
used to finance an imniense plunder of French foodstuffs, machines, securities, 
art treasures. That was not all. Germany succeeded during the years of 
occupation in building up a clearing debt of about 30,000 million francs. The 
sums paid to Germany in 1943 were four times the total budgetary receipts 
of France before the war. The results were an expansion of the circulation 
from about 100,000 million to 600,000 million francs and a corresponding 
increase in the national debt from 400,000 million to 1,500,000 million francs. 
The milliards thus forced into circulation have competed for an ever-diminishing 
volume of consumer goods. The value of the franc has depreciated. M. 
Istel pointed to the prices quoted on the black markets as sufficient evidence 
of this fact. But he was careful to add that it remains difficult to determine 
how much of the rise in prices is a reflection of the monetary abundance and 
how much of it the result of scarcity (and, he might have added, of the virtual 
absence of effective rationing). Some months ago, M. Istel, in collaboration 
with experts from other countries who were studying the problem of exchange 
values of currencies to be liberated, prepared the following statistics showing 
relative data for France, Great Britain and the United States. 





In millions of each national currency 











France United States United Kingdom 
| 1938 1943 Index} 1938 1943 Index| 1938 1943 Index 
Note Circulation ..| 109,000 468,000 430 | 6,856 18,844 275 | 505 986 195 
Bank Deposits ..}| 60,000 180,000 300 54,054 100,000 185 | 2,253 3,700 165 
Notes + Deposits ..| 169,000 648,000 383 | 60,910 118,884 195 2,758 4,056 170 
Public Debt .-| 414,000 1,260,000 304 | 39,427 158,349 402 8,300 18,300 220 
Notes + Deposits + 
public debt held] 
by public -+| 530,000 1,380,000 260 | 82,350 185,000 225 | 10,100 20,600 204 
Budget receipts -+| 54,000 120,000 222 5,855 30,000 512 | 1,000 3,000 300 
Interest on debt ..| 14,000 24,000 I7I1 950 3,000 316 220 329 «150 
Ratio Ratio Ratio 
Interest on debt 1938} 14,000 | 950 220 
——- 26% %|—— 16% %|—— 22% 
Budget receipts, 1938) 54,000 | 5,855 1,000 
Interest on debt, 1938] 14,000 | 950 } 220 
aga 7%. ho 1.4% |- - 4-4% 
Nat. Income, 1938 | 300,000 | 66,000 | 5,000 
} | 
Wholesale prices (av.| | 
1938 100) aa 249 I31 | IOI 
Wages (av. 1938 =| 
100).. ea aa 143 144 138 
Cost of living (av.1938} | 
100)... a 209 | 123 127 








At first sight, these figures reveal no such disparities as would lie outside 
the remedial scope of the depreciation in the exchange value of the franc 
from its 1938 economic parity of 150 to 200 francs to the pound. First 
appearances, however, are sometimes deceptive. In the first place the latest 
figures given in the above table are, for the most part, those for the end of 
1943. Since.then, the note circulation in France has risen from 468,000 
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million to over 600,000 million francs, in addition to the Allied military 
currency, of which an inspecified amount still does service in the wake of the 
liberating armies. The 1944 currency expansion in the two other countries 
has been very much smaller. Wage rates in France have undergone an abrupt 
increase since the liberation. One of the first measures taken by the new 
Government from Paris was to allow a general 40 per cent. increase in wages 
rates so as to adjust them to the cost of living. What has happened to prices 
and the cost of living in France since the liberation cannot yet be ascertained, 
and is not, apparently, being officially measured. Admittedly, these purely 
ee appreciations of the French currency position do not carry us 

ery far. They would, however, be even less significant if there were any 
evidence that France were introducing an efficient rationing and price control 
system. Those may come ; until they do, the pressures of a surfeit of currency 
cannot be summarily dismissed as the hallucinations of a crude Quantity 
rheorist. 

Che outstanding feature of the French economic phenomena as depicted 
in the above table are their indication of the insulation of the wages and 
prices structure from the inflation of currency and credit. Since that inflation 
went hand in hand with a persistent contraction in the volume of consumer 
goods, the insulation of prices and wages must be attributed to a wages 
discipline and to a control of (official) prices for which the Germans may 
take the main credit or blame. Now that the Gestapo and the shooting 
squads have departed, the problem of insulation must be tackled by other 
means—either by the imposition of controls as draconic as those operated 
during the occupation, or by some reabsorption of redundant currency, or 
by some combination of these two methods. The last-mentioned approach 
is obviously the most desirable on all counts. The maintenance of controls 
on consumption, prices and costs will be essential for many months and 
perhaps years. Their rough pattern should already be discernible and, it is 
to be hoped, will emerge in the very near future. At the same time, every 
observer of the situation has admitted the need for some reabsorption of 
redundant currency. This is not to suggest that France requires a dose of 
deflation. The cure for inflation is stabilization. But in order to stabilize 
prices and costs in France at anything like their present level, and to safeguard 

present exchange value of the currency, some reabsorption of currency 
is urgently required. Such a measure would not be part of a de flationary 
policy ; it would be an essential item in a stabilization policy. 

The French Government have recognized this need for a reabsorption 
of redundant notes, and in order to meet it they have launched a Financial 
Liberation Loan. The new security is undated, it bears interest at 3 per cent., 
and it is to be on tap without any declared “ ceiling,” though the French 
authorities have let it be known that they hope to collect subscriptions to 
the amount of 100,000 million frances. If this total is collected, and is wholly 
provided by the dishoarding of notes and not with the spurious help of bank 
subscriptions (which would be inflating to provide the wherewithal to deflate), 
the problem of the franc will have been taken a long way towards its solution. 


Given the vital importance of absorbing redundant currency, it is rather 
surprising that the French Government should leave that part of the task 
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of monetary rehabilitation to be accomplished by purely voluntary measures. 
It is no disrespect to France to suggest that under present conditions—with 
the open market for foreign securities and the black market for gold still 
reflecting imperfect confidence in the domestic currency, and with the political 
future of the country still in the balance—the prospects for this great voluntary 
operation are not particularly rosy. It may be countered that the Netherlands 
Government have never intended to go beyond this recourse to purely voluntary 
measures for meeting the equally pressing currency situation that will meet 
them on their return, but the comparison is not on all fours. In the Nether- 
lands, there is an inherent discipline in matters financial of which France 
has given small proof during the inter-war period. Moreover, the Dutch 
can appeal to a pride in the currency which the successive devaluations of 
the French franc must have gone some way to destroy in France. All this 
may be changed, and if it be, if the voluntary operation succeeds, there will 
be no stint of congratulation and relief in Britain. Taking all factors into 
consideration—the importance of this operation and the general financial 
and political atmosphere in which it finds its setting—it must seem surprising 
that recourse was not had to compulsory measures. They need not have been 
so brutal as the comparable steps taken in Belgium, but they could have been 
justified, economically and politically, for the reasons that have done good 
service in Belgium. Two arguments have been levelled against any repetition 
in France of the kind of experiment conducted in Belgium. The first is that 
in France such an operation would be technically impracticable owing to the 
disorganized transport and communication system. That excuse is beginning 
to wear thin by now. If the peasants can bring their hoarded notes to the 
nearest town in order to subscribe to the new Liberation Loan, they could 
equally well bring them in for declaration and conversion into new notes. 
It is all too probable that the second argument, namely that such a move 
would be politically impracticable or at least inconvenient, carries the greater 
weight. The issue, however, should not be pre-judged. If the voluntary 
approach succeeds, France will emerge from this regeneration of her currency 
with immensely enhanced financial prestige. 

The reabsorption of redundant currency must, however, be sought by yet 
another means which brooks of no argument between the respective merits 
of compulsion and freedom ; it is the fiscal weapon and, in particular, the heavy 
retrospective taxation of war profits. Plans for such taxation were drawn 
up by the first Finance Minister of the new Government, the late M. Leperq. 
From what is known of his successor, M. Pleven, these plans will be put into 
operation with vigour and courage. If the purge of black market and 
collaborationist profits is severe and effective enough, that in itself should 
take care of the greater part of the redundant currency and relegate the purely 
monetary plans to a relatively unimportant plane. But that again, in the light 
of France’s fiscal past, is to raise one’s hopes very high. 
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Blocked Sterling Balances 
By Paul Einzig 


N an appreciation of the late Mr. Reginald McKenna appearing in The Times, 

Lord Keynes wrote that during this war he was accustomed generously to 

congratulate his successor on how much better the war finances have been 
managed this time than last. This view is widely accepted. It has become 
customary to pay tribute to the Treasury, and to Lord Keynes personally, 
for the successful management of the country’s finances during this war. 
Even the Government’s most uncompromising critics in Parliament and i 
the Press grudgingly admit that during this war there has been no increase 
in interest rates such as this country experienced in the last war, and that 
the degree of active inflation has also been kept reasonably low. 

No doubt the compliments showered on the Treasury for the management 
of the country’s internal war finance are rightly deserved. It is not, however, 
the whole story. There is another aspect of war finance which has not received 
till now adequate attention: the financing of our external war expenditure. 
This aspect of our war finance has been almost entirely ignored in Parliament 
and in the Press, largely owing to the absence of adequate information about it. 
While there is a surfeit of material on internal war finance, most of the facts 
and figures relating to external war finance have been kept a closely guarded 
secret. The publication of our figures relating to our foreign trade was 
suspended during the early part of the war and, up to the time of writing, the 
only figures which have recently been made available are those of exports to 
the end of 1943. 

From time to time, figures are published (mostly in the United States) 
about the amount of Lend-Lease and Reverse Lend-Lease. During 1944, 
the Chancellor of the Exchequer and Lord Keynes have indicated vaguely 
the grand total of blocked sterling balances, without, however, giving any 
details of by whom they are held, and obviously such scant material does not 
exactly encourage expert criticism. 

Nevertheless, during the second half of 1944 a growing uneasiness about 
the state of this country’s external liabilities appears to have been developing. 
References to the subject in Parliament and the Press indicate that at last 
this aspect of our war finance had begun to attract interest. That interest 
appears to have been most unwelcome to the Treasury. The Chancellor of 
the Exchequer has done his utmost to discourage inquisitive M.P.s from 
pressing the matter. He refused to give information, under the plea of public 
interest. 

Even on the basis of the highly inadequate information that is available 
on the subject, however, the Treasury’s policy concerning Great Britain’s 
expenditure has become the target of much criticism. The Treasury has 
been taken to task on two main grounds: (1) for having financed a very large 
part of our external expenditure in the form of blocked sterling balances inste aa 
of arranging for Lend-Lease, (2) on the ground that a large proportion of 
payments of blocked balances has been converted into sterling at an exchange 
rate much too favourable to the recipients, having regard to the excessive 
rise in prices in their respective countries. 

While it would have been impossible to induce neutral countries to enter 
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into Lend-Lease agreements, there seems to be no valid reason why such 
agreements should not have been made with Dominions and Allied countries. 
If the United States agreed to Lend-Lease, there is no reason to suppose that 
other countries of the Allied nations would have refused had the Treasury 
insisted on it. Apparently it was found, however, easier to pay in blocked 
balances prodigious amounts to the Dominions and Allied nations both for 
their exported surplus to Great Britain and for the expenditure of British 
armed forces in their territories. The result of this inexplicable policy has 
been that this country has unnecessarily been landed with a vast commercial 
debt. According to official statements, the amount of this debt is expected 
to reach £3,000 millions by the end of 1944. In the absence of detailed in- 
formation, it is impossible to judge how much of this has been inevitable. 

Chere is reason to believe, however, that at least £2,500 millions could have 
been financed under Lend-Lease arrangements. 

While, at the time of writing, nothing is known about the ultimate fate 
of Lend-Lease, it seems reasonable to assume that the bulk, if not the whole 
f it, will be written off sooner or later. In so far as the ultimate settlement 
provides for repayment, the Mutual Aid agreement stipulates that this must 
be on a scale and in a form which does not disturb normal trade. Blocked 
sterling balances, on the other hand, are considered, rightly or wrongly, to 
belong in a totally different category. There can be no doubt, there hove that 
the finance of a large part of our war expenditure by means of blocked balances 
instead of by Lend-Lease has placed Great Britain at a grave disadvantage. 
By the end of the war, the amount of external comme srcial liabilities un- 
necessarily incurred will be considerably more than £3,000 millions and will 
represent an intolerable burden on the nation. 

While the Treasury deserves credit for having saved something between 
200 millions and £300 millions in interest charges on the internal debt, it 
deserves censure for having increased the external commercial debt by at 
least ten times that amount. It must also be borne in mind that, while the 
amount saved on the internal debt would only have been transferred from 
one pocket to another within this country, the external liability unnecessarily 
incurred is a dead loss to the national wealth. 

So far, the Government has not replied to its critics. The only way in 
which the latter could be satisfied would be by means of evidence to show 
that the Government had done its utmost to induce the creditor countries 
to conclude Lend-Lease arrangements and that the creditor countries 
tubbornly refused to do so. It seems most unlikely that the Government 
would be able to produce such evidence. But let us assume for the sake of 
argument that a satisfactory explanation would be available and that the 
Government would be able to satisfy these critics that external war expenditure 
had to be financed by means of blocked sterling balances. Even then the 
charge that the Government has paid more than was necessary would remain 
to be dealt with. 

By far the largest part of the blocked sterling balances is held by India 
and the countries of the Middle East. The Reserve Bank of India alone holds 
some £850 millions, while the total Indian holdings must be well over £1,000 
millions. The blocked sterling balances held in Egypt were in the vicinity 
of £200 millions at the end of 1943 and must be by now around £250 millions. 
Other countries in the Middle East, too, hold fabulous amounts. Only a 
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small part of these claims have originated through the import of goods from 
these countries. The major part is the result of the expenditure of British 
armed forces. This expenditure is financed through the issue of local 
currencies by the respective Governments, and they are credited with the 
sterling equivalent in the form of blocked balances. 

It might well be asked whether it was really necessary to conclude such 
disadvantageous arrangements with countries like India and Egypt, whos: 
frontiers have been defended against enemy invasion by the British armed 
forces. It is too fantastic for words to think that we owe Egypt £250 millions 
for the opportunity of having defended her against invasion while influential 
quarters within her borders were engaged in plotting against us, and whik 
our soldiers were ruthlessly exploited in the bazaars. It is also very een 
that this country should owe well over £50 millions to Iraq and large sums 
to Persia and Syria, countries goes had to be conquered by force of arms. 
Surely this is the first time in history that the victor pays tribute to the 
vanquished! The blocked bal: unces held by Turkey are relatively smaller, 
for the reason that we have paid her for her export surplus large ‘ly in the 
form of gold. Yet Turkey has dishonoured his solemn pledge to enter th 
war on our side. Appare ntly, disloyalty is rewarded in this eel. 

All these considerations are, of course, in the realm of high politics. Even 
if we admit that it has been inevitable to take upon ourselves the financial 
burden of defending India and Egypt and of occupying the Middle East, 
there remains the question whether it has been necessary to credit these 
countries with blocked sterling on the basis of pre-war exchange rates. In 
each one of these countries prices have risen since 1939 to a much higher 
degree than in Great Britain. In India, wholesale prices have risen at least 
twice as much as in this country, while the cost of living has reached a very 
high level. In Iraq and Turkey prices have risen between six and seven times 
their pre-war level. In Persia they were five times and Palestine about 
three times their pre-war level. This rise in prices in India and the Middle 
East would fully have justified a corresponding adjustment in the exchange 
rate. Instead, India has been credited on the basis of the pre-war rupee 
of 1s. 6d. Other countries too received the full pre-war equivalent of their 
currencies. This means that, since prices in Great Britain have not risen 
to anything like the extent they have in the countries holding blocked sterling, 
when it comes to repayment it will be necessary for this country to export 
goods to a much higher value than that of the goods and supplies received. 
The amount of goods these countries will claim will be twice, three times 
and even four times the amount we have received from them. This is the 
result of the Treasury’s failure to insist on the adjustment of the exchange 
rates of these countries. 

In the absence of full particulars, it is impossible to ascertain the extent 
to which we gave India and the Middle East a free gift by paying them on 
the basis of the pre-war rate of exchange. The difference involved must 
be over {1,000 millions. This is the price the nation will be called upon to 
pay after the war for the Government’s policy of magnanimity. Indeed, the 
facts concerning blocked balances read like a story from the Arabian Nights. 
The fairy princes of Whitehall have generously rewarded the poor nations of 
the East—endowing them with undreamt-of riches overnight, leaving a treasure 
of £50,000,000 in Baghdad, £100,000,000 in Jerusalem, £200,000,000 in Cairo, 
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{1,000,000,000 in New Delhi, and so forth. It has been an experience that 
surpasses anything that even the most fertile Eastern imagination could 
conceive. The worst of it is that this country does not possess the riches 
which the Treasury so generously gives away. It has yet to be —" 
through extra work and privation for many decades after the war, and by « 
reduction in the standard of living of this country for a generation or two. 

This is the case against the Treasury’s policy in the matter of the blocked 
a Precisely how far it is justified will depend on the figures which 
sooner or later must be published. Even in the absence of such details, 
however, ‘the ‘re 1s every reason to believe that the indictment is well founded. 
The Treasury must be blamed for having unnecessarily landed Great Britain 
with an extensive external liability. It is only the exact cost of the mistaken 
policy that remains to be assessed. Incomparison with this gigantic blunder, 
all the mistakes made in the conduct of this country’s loan finance between 
1914 and 1918 fade into insignificance. 

Even on the basis of the most conservative estimate, the extent of all the 
Treasury has spent already is several times larger than the amount saved 


by the good management of the internal war finances. Conceivably, there is 
an answer to these charges.* If so, it is in the interests of the Treasury that 


the answer should be given and that information should not be withheld. Thx 
claim put forward by the Chancellor of the Exchequer, in a reply to a question 
raised by Sir Herbert Williams in the House of Commons, that it would b 

contrary to the public interest to give any information about blocked sterling 
balances does not carry much conviction. Secrecy can only be justified on 
grounds of security, and there is no possible way in which the enemy would 
stand to benefit by the publication of details of blocked sterling balances. 
Parliament and the country are entitled to know how all these balances are 
held by each of the creditor countries and, above all, how these claims have 
precisely originated. Even if there should be no other justification for a 
demand for information than a desire to know the facts which would enable 
the country to judge the mismanagement of its external war finances, the 
lreasury would have no right to, refuse to c omply with the demand. Actually, 
there is a much more practical ground for insisting on the full facts. It is 
that the mismanagement of this country’s external war finances is by no means 
a matter of the past. It is still going on. The rate at which blocked sterling 
balances are increasing is estimated to be at least {100,000,000 per month. 
It is, therefore, not a mere question of crying over spilt milk. The milk is 
still being spilt. 

The experience of the blocked balances presents a striking instance surely 
of the consequences of unjustified secrecy in time of war. Had the hard 
facts and figures relating to the blocked balances been published all along, 
they would inevitably have disclosed the mismanagement of our external 
finances by the Treasury, long before the cost of these mistakes had reached 
such gigantic proportions. Asa result of the policy of secrecy, the responsibility 
of those in charge of this matter is not being shared by Parliament and the 
public : it rests entirely on the shoulders of a few people who, sooner or later, 
will have to be called to give account of their stewardship of the national 
finances. 


* See A BANKER’S DIARY, page 104 
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Municipal Borrowing, 
By E. A. Grant 


HOUGH it is the exigencies of war-time finance which have brought the 

system to its present degree of completeness, the origins of the close 

control which is now exercised over the methods and terms of local 
authority borrowing must be sought as far back as the great War Loan con- 
version of June, 1932, when it was fully appreciated that the maintenance 
of cheap money involved the close surveillance over conflicting capital issues. 
The Treasury’s present insistence, for instance, that all municipal borrowers 
wishing to convert stock at approximately the same time shall do so on identical 
terms, was already a firmly-established policy in the cheap money period of 
the ’thirties. All that has happened since may therefore be regarded as the 
continuation of a process which has been accelerated by the circumstances 
of war. 

In the early years of the war, the Treasury’s anxiety not to permit any 
competition with Government issues was carried to absurd lengths. Even 
where it was merely a matter of converting existing loans, facilities were 
refused. This phase, however, passed, and in 1941 the first bulk conversion 
operation was effected. This reproduced the feature of imposing identical 
terms on all borrowers, but went further. Where funds were available, the 
local authorities were obliged to repay, wholly or partly, their optionally 
redeemable loans in cash, and at the same time the issues which took place 
were underwritten by the Treasury. These characteristics have been repeated 
in the subsequent conversion operations, which have been arranged on terms 
increasingly favourable to the borrowers. 

During the war years, other types of local authority loan have been kept 
under equally strict control. In the early stages, mortgages as well as stock 
were covered by the ban on converting high interest-bearing loans. It is true 
that it was always possible to convert at maturity, given a fixed redemption 
date, but it was not until some time after the relaxation of the ban on stock 
conversions that the local authorities were permitted to convert “‘ terminable ’ 
mortgages to lower rates of interest. All issues of mortgages are, of course, 
confined to the replacement of those maturing, and local authorities are not 
allowed to issue mortgages with a currency of less than seven years. Finally, 
the local authorities’ powers of borrowing in anticipation of revenue are 
limited to 50 per cent. of the incoming rates, with the provision that these 
short loans may at no time exceed the amount of revenue outstanding. 

Against this or. and in the knowledge that Treasury control 
over the capital market will be necessary for some time to come, the Govern- 
ment’s latest proposal to centralize municipal borrowing after the war appears 
more as the culmination of a long process than as a revolutionary innovation. 
3orrowing by the smaller authorities from the Local Loans Fund has been for 
many years one of the accepted methods of financing certain forms of capital 
expenditure. The proposal now is that this method should be universalized 
for all local authorities and all types of capital expenditure. The only excep- 
tions to this rule are that the authorities will be allowed to replace existing 
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mortgages, to borrow surplus funds from other local authorities and from 
their own internal funds, and to borrow temporarily on bank overdraft in 
anticipation of revenue or authorised loans. 

Before discussing the implications of these proposals for those who lend 
to local authorities, some attention must be given to the general principles 
involved. The reasons which have led the Government to propose the cen- 
tralization of local authority borrowing after the war are familiar. They are 
committed to the avoidance of dear money for urgent reconstruction needs, 
and have already announced, in the White Paper on Employment Policy, that 
access to the capital market will remain under control for a considerable 
period. The local authorities will, of course, be among the foremost claimants 
for new capital for land, houses, schools and a multitude of other reconstruc- 
tion projects. In order to prevent their claims from competing in a disorderly 
manner with those of industry and the central Government, it has been thought 
simplest to take the final step of bringing local borrowing under central control. 

It is difficult, however, to find full justification for the measure among the 
reasons actually given in the Treasury memorandum to local authorities. It 
is true that Parliamentary Private Bill procedure and subsequent issues 
through the capital market are subject to delays which could easily be obviated 
by simple recourse to the Local Loans Fund. Capital expenditure on recon- 
struction is, of course, urgent, but it might have been thought that some 
method could have been found under the existing system for accelerating 
the granting of sanctions. The Treasury, moreover, already has complete 
control over the terms and timing of municipal borrowing. There should be 
no technical impediments in the way of reconciling the present borrowing 
methods with cheap money, and thus permitting the local authorities to 
continue as individual applicants to the capital market. 

It is, of course, an advantage to the smaller local authorities to be able to 
borrow cheaply, and the new system is likely to be welcomed by the munici- 
palities at large, provided that central direction is no more oppressive than it 
already is and that loan requirements are reasonably and expeditiously met 
by the Public Works Loans Board. On the reasons given for putting it into 

effect, however, the new system appears more in the light of a convenience 
than a pressing necessity. It would have been possible to make the case 
far more convincing if the Chancellor had linked his proposal for the centraliza- 
tion of municipal borrowing with the suggestions in the White Paper on 
Employment Policy about the planning of capital expenditure. One of the 
principal instruments discussed for the maintenance of total expenditure was 
the timing of public capital expenditure, which, in peace-time, consists mainly 
of the expenditure of local authorities and public utility undertakings. The 
proposal was that the local authorities should submit five-year capital budgets, 
and that the actual expenditure should be timed with the object of maintaining 
full employment. Since these doses of capital expenditure would have to be 
rapidly applied as part of a comprehensive policy, the centralization of local 
borrowing should assist the declared object. It would ensure that there was 
the least. possible delay in the translation of loan proposals into actual 
expenditure. 

The memorandum on centralized borrowing, however, does not refer to 
this aspect of the matter. Indeed, it merely speaks of the arrangements 
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lasting for a period which cannot yet be defined but will endure “ so long as 
the conditions necessitating that policy substantially continue.” If they had 
been consciously linked with the White Paper policy for stabilizing capital 
expenditure, the arrangements would surely be permanent. Whether they 
will actually prove to be permanent, as many people believe, may depend not 
only on whether this association with a full employment policy is recognized, 
but on whether the Treasury can bring itself to relinquish a control onc 
established. 

At the time of writing, the implications of centralized borrowing to the 
various existing classes of lender are not altogether clear. This is partly 
because the Treasury memorandum contains ambiguities, and partly because 
the local authorities and some of the financial interests concerned are making 
suggestions which might lead to modifications in the Government's plan. 
As far as the banks are concerned, there is to be no detraction from existing 
powers of borrowing temporarily on overdraft. The position of more permanent 
advances, however, is somewhat uncertain, and in practice local authorities 
may have less need for bank overdrafts in the future. This is because one of 
the most important uses of such accommodation in the past has been in the 
provision of capital moneys in anticipation of the proceeds of a loan issue. 
Under the new regime it will not be necessary for local authorities to await 
their opportunity for a capital flotation and to cover the interval out of bank 
borrowing—assuming that there is no delay in the raising of funds from the 
Public Works Loans Board. There will, of course, continue to be bank bor- 
rowing in anticipation of revenue, but the more general custom is to run 
working balances to absorb variations between expenditure and revenue. 

Another doubt raised by the memorandum lies in the fact that its wording 
differs from that of Section 215 of the Local Government Act, 1933, which 
authorizes borrowing “‘ by way of temporary loan or overdraft from a bank 
or otherwise.”’” The omission of the word “ otherwise’’ has created some 
anxiety about the position of outside financial institutions which, either as 
principals or agents, provide local authorities with short loans at low rates 
of interest. In the past, these have taken the form of a temporary receipt on 
the undertaking of the local authority to prepare a mortgage if called upon 
to do so, the object being to avoid stamp charges on pure ly temporary money 
which was normally liable to repayment at seven days’ notice. Such an 
undertaking has, however, ceased to form part of the contract now that 
mortgages may not have less than seven years to run. These loans were 
frequently renewed for long periods, and the facility of obtaining relatively 
permanent money at as low a rate as 13 per cent. has been a considerable 
advantage to local authorities. Bank overdrafts, which have, of course, a 
different function, normally cost the local authorities between 3 per cent. 
and 44 per cent. An important service, moreover, of the specialist institu- 
tions which undertake this type of business has been to act as intermediaries 
between local authorities with money to lend and other local authorities 
wishing to borrow. In many respects, this service is clearly analogous to 
that of the discount market in equalizing the supply of money between the 
banks. 

Local authority mortgages are of interest to all classes of investor, ranging 
from insurance companies and other financial institutions to the small investor 
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who likes to put his savings into his locality. The provision that local authori- 
ties may only borrow on mortgage up to the amount necessary to provide for 
the repayment of existing mortgages will therefore be felt as restrictive. It 
is criticized by the local authorities themselves, partly on the grounds that 
they can frequently borrow more cheaply by this method than would be possible 
from the Local Loans Fund, and partly because the prohibition on any increase 
in mortgage borrowing would have a discouraging effect on local patriotism. 
These objections appear to have carried some weight with the Government, 
and there are indications that more latitude may be granted. It may be, for 
example, that permission will be given for the issue of additional mortgages 
up to an amount limited to {1,000 for each individual lender. This might, of 
course, be very good for local patriotism, but it would be no use at all to the 
insurance companies and other institutional lenders. 

While the exact implications of the changes in the various subsidiary forms 
of local borrowing remain to be defined, their general tenor is clear. It is to 
limit local borrowing from sources other than the Local Loans Fund to a static 
amount, and to make the Fund the sole provider of new capital. From the 
point of view of the investor in Corporation stock, this means that while his 
participation in the finance of municipal capital expenditure will still be 
required, it will take an entirely new form. It is expected that the Local 
Loans Fund will, in general, be lending to local authorities at a rate of 3 per 
cent., plus } per cent. for management expenses. The Fund itself will be 
supplied out of the proceeds of Treasury borrowing generally, so that as far 
as the market is concerned Government issues will take the place of Corpora- 
tion stocks. For the City this means the loss of important business, and for 
the investor the curtailment of a usefully diversified series of Corporation 
loans, offering nicely graded returns a trifle above the gilt-edged rate. 


LocaL AUTHORITY BORROWING RATES 
Bills and Loans oy 
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For some time, of course, there has been a good deal of unreality about the 
distinction be tween local authorities on the grounds of supposed credit standing. 
The Treasury’s insistence that simultaneous municipal conversions shall all 
be arranged on the same terms has hastened the process of assimilating Cor- 
poration loans to the gilt-edged status, and centralized borrowing will no 
doubt carry the process further in the case of the surviving municipal issues, 
Centralized borrowing, however, does not come into effect until after the 
war, and meanwhile the custom of maintaining the identities of the individual 
borrowers, while forcing them all to borrow on the same terms, is being con- 
tinued. This semi-centralization has its disadvantages. If the intention were 
to return to genuine individual borrowing after the war, there would be no 
great reason for criticism. But since the prospect is for centralized borrowing 
for a considerable period, and perhaps permanently, it is difficult to see that 
the maintenance of separate identities serves any useful purpose. The only 
practical difference between municipal loans issued on identical terms lies in 
their marketability, which in the case of the smaller issues is distinctly inferior 
to that of British Government stocks. Yet the authorities are now sanctioning 
the conversion of municipal loans at rates only an insignificant amount above 
the returns on British Funds: While the various conversion issues remain 
separate, this yield differential is insufficient to compensate for the inferior 
marketability. In order to justify the terms of the latest series of municipal 
conversions, it would be necessary to merge them into a single stock which 
would command a really wide market 

LOAN DEBT OF LOCAL AUTHORITIES 
IN ENGLAND AND WALES AT MARCH 31, 1940 
(Summary of returns made to Ministry of Health by Local Authorities, published in Local 


Government Finance, November, 1940) 


£m. £m. 
1. Public Works Loan Board mortgages “s pe cis a ar 279.9 
2. Mortgages | 
(a) Repayable by annuity or instalment method .. es il s+ 206.3 
(6) Other mortgages borrowed for 
i) 6 months or less oe e* ee oe 31.5 
ii) Over 6 months but not more than 3 years a oa 45-1 
(iii) Over 3 years but not more than 5 years.. a 26 89.5 
iv) Over 5 years os es oe es oe o« 207.2 
—— 639.0 
3. Bills for 
1) 3 month 0.3 
6 mont} 2.2 
—— Si 
4. Corporation or Local Bonds (including Housing Bonds) .. és iM 29.3 
5. Stocl I of interest ; 
1) Less than 3 ee és “a a a ae i 41.4 
b) 3 nd less than 4% hit ch - ies a co Bega 
} nd less than 5 ies - ie ie as s. 200.0 
5% and less than 6 ica ac - va a ~. 204.3 
6% and over .. ia es es ¥ és - a 14.5 
ea OF725 
6. Bank overdraft on capital account .. ‘ i a 18.5 
7. Temporary Loans under Sec. 215 (1) (8) of Local Gover nment Act, 1933 ..- 3-3 
8. Other debt 
nternal debt a6 ee e o* e° ee om oe 47.0 
Perpetual annuities “s i ei a ~ ca re 5.8 
Terminable annuities 2.2 
Debentures ne oe a oe ae “a Pi we 5.7 
Deposit receipts .. a “s sie oa ‘s ie ar O.1 
Miscellaneous oe a os ‘* ee ie as aé 12.4 69.8 


Grand Total os i aa wv ai ee ‘ia a .. 1,679.9 
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Banking Secrecy v. The Obligation 


to Disclose 
(From a Correspondent) 


HE doctrine that a banker has a duty of secrecy towards his customer 
T i one that assumed a legal form only after having gradually developed 

an existence through the force of custom, and the custom itself probably 
grew up through the pressure of competition. Even after it became recognized 
that the duty was in some way a contractual one arising from the re slation 
-" banker and customer, many years passed before the courts found themselves 
obliged to attempt a legal beating of the bounds. It was not until the Court 
of Appeal decision in Tournier v. National Provincial Union Bank of England 
Ltd. (1924) that bankers received something approaching authoritative guidance 
as to the limits within which they could safe ly communicate particulars of 
an account-holder’s affairs to third parties. 

The details of the Touvynier case are somewhat involved and they are of 
little importance in themselves; but, as Bankes, L. J., said, an important 
question had been raised. The plaintiff claimed that the bank was absolutely 
pledged to secrecy in regard to his account and business, and all matters 
incidental thereto, and that it was an implied term of the contract between 
him and the bank that the latter would not disclose to anyone any of his 
business With the bank or matters arising therefrom. Mr. Justice Avory, 
before whom the case came in the first instance, ruled against the existence 
of any such absolute contract, and the Court of Appeal, while refusing to 
agree with the ultimate decision of the learned judge, upheld this ruling. 

The whole of Lord Justice Bankes’ reported judgment repays study, but 
it will be enough here to draw attention to one portion of it. He said: “ It 
may be asserted with confidence that the duty [of secrecy] is a legal one arising 
out of contract, and that the ony is not absolute, but qualified. It is not 
possible to frame any exhaustive definition of the duty. The most that can 
be done is to classify the qualification and indicate its limits.”’ He then stated 
that there appeared to exist no authority on the limits to be prescribed, and 
he proceeded to lay down that disclosure was justifiable on any of the following 
grounds : (a) under compulsion of law ; (b) where there is a duty to the public 
to disclose ; (c) where the interests of the bank require disclosure ; (d) where 
disclosure is made by the express or implied consent of the customer. 

The next part of the judgment consists of examples of conduct falling 
within the scope of these permissible exceptions to the general rule. Com- 
pulsion of law was illustrated by the banker’s duty to ‘supply information 
on an order made under the Bankers’ Books Evide nce Act; “ duty to the 
public” his Lordship left unhelpfully vague ; of the “ intere sts of the bank ’ 
he gave a “‘ simple instance ”’ in the writ a bank issues when claiming payment 
of an overdraft; ‘‘ disclosure with permission ’’ arises when a customer 
authorizes an enquiry of his banker. 

It may be questioned whether this analysis takes us very far. A banker's 
duty to the public doubtless exists, but few managers would be so bold as 
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to invoke it confidently as a defence for making a disclosure, seeing how 
narrowly the courts have limited the utility of pleas based on public policy. 
The third ground—the interests of the bank—receives for illustration a type 
of disclosure that a banker is legally bound to make if he is to be able to 
avail himself of his creditor-right of access to the Courts. Such an example 
more rightly belongs to the class of compulsion of law and it is unfortunate 
that Lord Justice Bankes did not venture to envisage some action untinged 
by legal process. It is, for instance, not unknown for a banker to cable. an 
yverseas customer telling him that his account is heavily overdrawn and 
requiring him to put it in credit immediately. The method of transmission 
makes it certain that such a message will reach the eyes of some third party 
in the addressee’s place of residence, and if that third party puts about the 
information the customer’s credit may be damaged. Can the banker safely 
rely on the plea that the cable was sent to protect his own interests ? 

[t is the first ground, however, that is the cause of most disclosures today. 
The Defence Regulations have forced bankers to reveal their customers’ 
affairs to an extent undreamed of at the time of the Tournier decision. The 
most obvious victims have been those customers residing outside the sterling 
area. Their balances, if they are resident in enemy territory, have either 
been paid over or declared to the Custodian of Enemy Property ; if a customer 
escapes from enemy territory to some place other than the sterling area, then 
the Control has to be supplied with particulars of his account for ] purposes of 
reclassification ; the owner of a “ sterling area account ”’ is permitted to make 
from it certain types of payment only, and to ensure the observance of the 
law his banker has to refer to the authorities the circumstances of any doubtful 
case. 

These are just a few examples, and most bankers could add others without 
much difficulty. Sometimes the customer whose affairs have to be revealed 
is a resident of the United Kingdom or of some other part of the sterling area, 
but cases particularly affecting the foreigner have been chosen here for a 
purpose. In the past, one of the principal attractions of a London account 
to a man residing in any one of certain foreign countries was our tradition 
of non-disclosure. The average “ capitalist’ or ventier in Europe regarded 
his government with a feeling little short of hostility where money matters 
were concerned, and experience had taught him that his local bank might 
prove as clay in the hands of the fisc. Up to 1939 his most convenient re fuge 
from far-reaching enquiries was within the walls of some bank in Britain. 
But he will soon learn, if he does not know it already, that his affairs in this 
country are nowadays liable by law to be laid before our Powers that Be 
whenever some obscure detail of a complicated schedule of regulations is 
contravened. In former times, overseas depositors could honestly be told 
that none of their affairs was ever disclosed to anybody without their per- 
mission ; now that assurance can no longer be given. 

During the past few weeks, our banks have been reminded of the fears 
that prey on the minds of some of their foreign customers, and their thoughts 
must have been carried back to a time round about 1938, when the rumour 
got about that there was a secret agreement between the British and French 
Governments for the disclosure of the assets held over here for French private 
account. The relations between the Treasury and the banks made it certain 
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that it was a canard, but it would be idle to deny that the conclusion of the 
Tripartite Agreement and, still more, of the Anglo-French wartime agreement 
caused a considerable change in the view taken over here of this “ salting 
away ’’ of assets. It was clear that those agreements would be hampered 
as long as London bankers were obliged to carry out orders that could have 
no other origin than a desire to fly from the franc, and it appeared daily more 
necessary the it provisions should be adopted for the mutual disclosure of foreign 
positions. Shortly before the fall of France one or two belated steps were 
taken but little was really done, because the French Government was at best 
only half-hearted in matters of exchange control. 

And now, over four years later, we start again. The Anglo-Belgian 
monetary agreement, by Article 2 (iia), makes it necessary for the contracting 
governments to know “ the net amount of sterling owned by residents of the 
Belgian monetary area’’ as at October 5, 1944. Almost simultaneously, oe 
Brussels Government called on Belgian residents to declare their foreigt 
assets (including securities) by the end of October. It is not clear wae 
the ‘‘ sterling ’’’ of Article 2 includes the market value of securities held here 
for Belgian account ; but even if it does, the Belgian Government will still 
not know the ownership of the various lots of assets, but only the total figure. 
The agreement will accordingly be of little help in enforcing the disclosures 
called for by the decree, and if many Belgians keep stubbornly silent about 
their London nest-eggs the new start will prove largely abortive. 

It was hoped that the Anglo-Belgian agreement would prove a suitable 
pattern for arrangements between others of the liberated United Nations 
and Britain. It is, therefore, worth asking whether it should not be so linked 
up with the decree as to make it possible to dispense with the irritations of a 
postal censorship designed to catch offenders against exchange regulations. 
We believe most bankers in London would prefer to have it so. To fling 
the protecting cloak of the duty of secrecy over routine tax-dodging was an 
— by- product of an excellent tradition ; that measures for the pro- 

ection of a customer’s legitimate interests should be used to defeat agreements 
ak in the Allies’ mutual interest would be to place on bankers’ shoulders 
a burden that they should not bear. A full disclosure will obviously result 
in the repatriation of many holdings, but, on the assumption that reciprocal 
arrangements are made, the gain in international goodwill should make 
worth while, and proper commercial transactions will still remain untouched. 

There is one aspect of the increase in disclosure which should not pass 
without comment. In the old days, requests for information were rare and 
came from a strictly limited number of sources. Today, because of the 
ramifications of the Defence (Finance) Regulations, they come in shoals 
from all over the place. As a result, bankers have become “ conditioned ’ 
to disclosing, and in practice it is becoming easy to forget that nothing has 
occurred that will legally justify any disclosure which was unjustified in the 
pre-regulation era. The tradition of sealed lips was good for both customer 
and be anke r, and it will be a great pity if the continuing requirements of the 
authorities produce a generation of bank officials who have been brought to 
regard disclosure as something normal instead of something exceptional. 
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Finance of European Reconstruction 


Another View 
By G. Eberstadt 


N the August issue of THE BANKER, Mr. F. M. Hindle deals with “ Financial 

Problems of European Reconstruction,” and in particular with the question 

of loans and credits possibly to be extended to Continental borrowers. 
The sensational development in the military field since Mr. Hindle’s article 
was published has obviously made the questions raised by him far more topical 
than many people might have imagined only a little while ago, and it therefore 
seems opportune to investigate whether in the near future the re will be scope 
for the granting of loans from this country to Continental countries and the 
extending of credits to Continental borrowers. 

It is not proposed to deal with this problem as far as Russia, Germany 
and the Balkans are concerned. In Russia, with her State monopoly for 
foreign trade the borrower will in the last resort always be the Russian State, 
either directly or indirectly. Credits to Russia will therefore have to be 
handled in a different way from credits to other Continental countries. It 
has only to be stressed that this country should and will do her utmost to 
foster trade with Russia, both in order to enable Russia to restore the damage 
suffered during the war and to make commercial relations with that great 
country, or rather Continent, as close as possible. It may be added that the 
scheme developed in Germany in the 1920s and 1930s for credits to Russia 
might well serve as a pattern, at least in many respects, for credits to be 
extended from this country to Russia. Germany fared economically well 
with her Russian credits. Deliveries to Russia made possible by these credits 
kept a number of industries busy at a time when generally the particular 
type of industry (e.g. machine-tools) was in the doldrums all over the world ; 
and, further, the credits were repaid religiously by Russia. 

It is absolute ly impossible to deal with the question of credits to Ge rmany 
at the present moment. Nobody can venture to predict what the state of 
affairs will be over there for some time to come. With regard to the Balkan 
countries, it has to be remembered that the extending of commercial and 
financial credits to borrowers in the Balkans and the granting of loans to 
Balkan countries has always been of a somewhat problematical nature. Here 
most certainly developments have to be awaited before one can form an 
opinion on the credit standing of the various countries and the commercial 
and financial firms domiciled there. 

Very different is the position of the countries in the West of Europe over- 
run and occupied during the war. This applies in particular to France, 
Holland and Belgium. All three countries have saved very considerable sums 
from the flood, both in gold and in foreign exchange. All three countries 
command considerable natural wealth, France in her agricultural products, 
including her wines, and in her mineral resources ; Belgium has her coal : 
Holland her dairy and horticultural products. France will soon resume her 
profitable exports in luxury goods, and it should not be too long before she 
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will again derive a sizeable foreign income from her tourist traffic. Further, 
all three countries will some day again have command of their entire overseas 
possessions, which are important producers of foreign exchange. All these 
factors considerably outweigh the losses suffered by those countries from 
the damage done to them by Germany during their occupation. 

So much in general. As far as concerns the various practical suggestions 
made by Mr. Hindle, it seems to be very doubtful whether the issue in this 
country of loans for the reconstruction of Continental cities, public utility 
works, etc., will be a practical proposition before the lapse of some considerable 
time. The foreign exchange situation in this country would, in the present 
writer’s opinion, not permit of such transactions in the near future. It is true 
that more than likely the position of this country, as far as foreign exchange 
is concerned, will easily be more favourable at the end of the present war 
than is imagined by a great number of people. Optimism in this respect 
would not appear to be unjustified. On the other hand, it is quite obvious 
that for some considerable time to come this country will be constrained to 
husband its foreign exchange reserves and avoid laying them open to undue 
strain. Loans issued for the purposes mentioned above would constitute 
such an unnecessary strain. Loans of such a type, if of use to the borrowers, 
would be repayable only over a long period, whilst this country would have 
to part with a considerable capital sum in foreign exchange as soon as the 
loan is contracted. As an over-riding consideration, it should be stressed that 
the question of prestige should not arise ; that is, if for some time to come 
this country should not be able to lend its financial resources to the outside 
world to the same extent as it used to do for a very long time, then the question 
of prestige should never lead to mistakes being made on that score. 

Mr. Hindle does not seem to have taken the above points into consideration, 
because he is so anxious to see this type of loans floated that he even suggests 
their issue should be facilitated by the Government of the U.K. giving its 
own guarantee for the loans. Needless to say, such guarantee would make 
the loans very attractive propositions for the London issue market. But 
not only does this type of loan seem to be undesirable from the point of view 
of the foreign exchange position of the country ; there are further objections 
gainst the linking of such loans with a possible guarantee by the British 
Government. Firstly, the furnishing of a guarantee for loans of this nature 
seems to be a typical province of the International Bank for Reconstruction 
and Development to be set up in accordance with Bretton Woods. One of 
the purposes of the International Bank will be to assist in the reconstruction 
and development of territories of members by facilitating the investment of 
capital for productive purposes including the restoration of economies destroyed 
or disrupted by the war. Loans contracted with the help of the new Bank 
will carry the guarantee of the Bank. They will be either the direct obligation 
of the borrowing country or municipality or they will be guaranteed by them. 
The question of a guarantee by the country in which the oan i is raised should 
not arise. 

Secondly, Mr. Hindle does not think that a loan guaranteed by the British 
Government would compete with direct British Government loans. This 
seems inconceivable. If in any particular case the British Government 
considers it its task to give a guarantee for a loan, then the guarantee would 
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always be an unconditional one, and it is difficult to see how a loan uncon- 
ditionally guaranteed by the British Government should not compete in the 
market for gilt-edged securities with direct British Government loans. A 
very typical example in this respect was the Austrian Government Inter- 
national Guaranteed Loan 1933/53. Something like £4} millions of this loan 
was issued in England as 3% guaranteed Sterling Bonds. They are quoted 
in the Official List under “ British Funds ”’ and priced as such. 


Very different is the problem of financing the exports from the United 
Kingdom to Continental countries. Here, again, some observations to Mr. 
Hindle’s article seem appropriate. He confines himself to the question of 
financing the export of such comsumers’ goods as food, clothing etc. It is 
obvious, however, that in view of the widespread destruction on the Continent, 
there will be also a heavy demand for plant, machinery, and other capital 
goods from such countries as France, Belgium and Holland. Every effort 
will have to be made by this country to secure a large volume of orders for 
capital goods emanating from the Continent. In many cases it will not be 
possible to secure the orders unless credits are extended to the buyers. Too 
frequently this country seems to have been too reluctant in paving the way 
for exports by arranging loans for the foreign purchaser. Incidentally, it is 
not only in the last years before the war that complaints of this nature have 
been heard. They date much further back, and criticism on this score has 
frequently been linked with criticism of the orthodoxy of the banks in regard 
to medium and long-term credits to industry. It may be mentioned that as 
far back as 1909 considerable critical interest was aroused by the fact that 
British industrial firms had lost a contract for the delivery of electrical plant 
to the Rand Power Co. (Victoria Falls and Transvaal Power) because their 
German competitors had offered to the purchasing party a loan given by 
German banks for the financing of the purchase. 


Even now it would be perfectly sound financial policy if in connection 
with such deliveries, loans on a considerable scale were extended from this 
country to Continental borrowers. The question of too heavily draining 
this country’s resources in foreign exchange would in such cases not arise. 
Contrary to loans for the reconstruction of cities, credits for financing the 
purchase of machinery would normally be repayable over a period of four 
to five years. Even if the manufacture of the machinery to be delivered would 
mean some foreign exchange being used up by this country, such foreign 
exchange will always amount only to a comparatively very small part of the 
sales price. Loans of this type would serve the double purpose of giving a 
helping hand in the reconstruction of the Continent and of securing full 
employment in this country. The actual financing would, of course, be 
handled differently in every individual case. Many big industrial companies, 
if they show anything worth being called private initiative, should be only 
too glad if they could secure large orders by making use of their ample cash 
resources. In other cases the banks would either give accommodation direct 
to their clients or through the intermediary of a special company dealing with 
the financing of medium-term credits, as envisaged in certain pourparlers 
between the banks. 

As to the financing of the supply of consumers’ goods, it definitely seems 
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doubtful whether, as suggested by Mr. Hindle, recourse would have to be 
taken to the formation of official import companies in the Continental coun- 
tries in question. In all probability this will not, at any rate, be necessary 
in the Western countries of the Continent. It has already been pointed out 
that the foreign exchange position in France, Belgium, and Holland will 
probably be far from weak. Further, in all these countries there used to be 
a very big number of firms of international merchants who have for generations 
devoted their activities to the importation of commodities and consumers’ 
goods of all descriptions. _Every effort should be made to leave business to 
them and obviate State help. Of course, many of such firms which used 
to be wealthy will have lost some of their wealth. But it would be surprising 
if there were not a considerable number of financially strong survivors. The 
credits to be extended to them will frequently be direct credits from the 
British seller to the Continental purchaser. In many instances the Continental 
importer will finance his purchases by the medium of reimbursement credits 
to be put at his disposal by British banks and bankers. It used to be quite 
customary for commercial firms on the Continent to avail themselves for the 
financing of their transactions of reimbursement credits opened for their 
account in the City of London, direct or through the intermediary of Con- 
tinental banks. The City should and will be only too anxious to revive this 
type of transaction after the war, which in the case of the merchant bankers 
has always been the backbone of their business. Acceptance commissions 
have always been an important item in the foreign income of this country. 


There is one further important point which should be mentioned. Prior 
to the outbreak of the present war, the risk of international conflagration 
overshadowed every transaction with any Continental importer, whatever 
his financial strength might have been. Many banks and bankers had there- 
fore cut down their Continental commitments either altogether or to a great 
extent. However, this question of an overriding considerable political risk 
attached to credits granted to firms residing in the aforementioned countries 
should not arise in future. After this war this risk will be eliminated and 
it should be possible to apply purely commercial and financial considerations 
to the question of financial exports to those countries on a credit basis. 
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Life Assurance: The Current Outlook 
By a Correspondent 


OR life assurance, as for industry generally, the present is a period of 

marking time. Adjustments to wartime conditions have, in the main, 

been made, and the administrative machinery of the offices is working 
fairly smoothly, although at a much reduced tempo compared with normal 
times. In response to demands in earlier years for the release of their office 
and outside staffs for national service and industrial mobilization, these 
staffs were already reduced to such an extent as to give rise to fears regarding 
the satisfactory working of even that minimum organisation which was 
necessary in wartime. The strain on those officials remaining—many of them 
of an age when they would normally expect some relaxation in their re- 
sponsibilities—has been severe, but nevertheless the offices have been enabled 
to carry on, eking out the remaining routine workers by the employment of 
temporary and part-time staffs, mainly composed of the older married women. 

As a result of the Kennet Report, no deferments have been allowed in 
the case of the outside business-getting staffs, with the result that these now 
consist only of persons not liable, for one reason or another, for military 
service or transfer to other industries. These staffs are thus reduced to a mere 
skeleton of their pre-war size, and in the circumstances it is remarkable that 
the companies have been able to announce such satisfactory new business 
totals. Although they are still somewhat below the record figures achieved 
in the last few pre-war years, they are nevertheless at a level which can only 
be accounted for by a greatly increased readiness on the part of the public 
to make use of the facilities offered. This is probably due in part to the 
general pressure of savings, but no doubt also indicates a greater realization 
of the advantages of this form of saving and protection combined. 

Another aspect of the same changes is the very satisfactory reduction in 
the number of policies which come to an end before they reach their normal 
conclusion. This is seen most clearly in the amounts paid out on surrender 
of policies, as shown in the yearly revenue accounts. Practically every office 
has shown a progressive reduction in this figure in each of the last three or 
four years, and in many cases the policies surrendered in 1943 were a mere 
fraction of the normal pre-war level. This is, of course, an offset to the reduc- 
tion in new business due to the war, and may result in the total business in 
force at the present time being not far below what it would have been had 
the war not occurred. 

No doubt most companies are looking forward to a substantial extension 
in their operations as soon as the war is over, and there are indications that 
the terms of business are being adjusted to meet current and post-war con- 
ditions, no doubt with this prospect in view. For example, non-profit premiums 
had some years before the war reached a level which, whilst very attractive 
to prospective policyholders, led to grave doubts as to their adequacy for the 
benefits provided. There has since been a steady stiffening of these rates, 
and a considerable number of changes have been announced in the last ‘year 
or two, with the result that they are generally much more in line with current 
conditions. It is, however, doubtful whether they have even now reached 
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their final level. With investments restricted for the most part to British 
Government securities, yielding a maximum of 3 per cent. gross, it is necessary 
to rely on an existing portfolio of investments at much more favourable rates, 
or alternatively on the anticipation that more favourable investment oppor- 
tunities will arise after the war, if the premiums now being charged are to 
yield any reasonable prospect of profit. 

In this connection, it is interesting to note that there are already signs 
of developing interest in house purchase business. There has for many years 
been a small group of offices who have specialized in the scheme whereby 
advances were made on the security of house property, with a collateral endow- 
ment assurance for the purposes of repaying the advance. There are signs 
that this business, which has lain dormant during the war years, is beginning 
to develop once again, not only amongst this specialist group, but also on a 
wider scale. Although the rate of interest charged has be we reduced from the 
usual pre-war rate of about 5 per cent. to a new level of 4} per cent., this is 
clearly a very attractive fon of investment in comparison with the present 
yields of Government securities. 

In the case of with-profit policies, adjustments of premiums are not as a 
rule necessary to meet changing conditions. A valuable safety valve is pro- 
vided by the bonus, and as is well known, bonus declarations have fallen from 
a level in the neighbourhood of 40 shillings per cent. to about half that figure. 
While the early post-war years may see a small improvement in these rates 
of bonuses, it is difficult to see how the y can be raised much above 25 Or 30 
shillings per cent. so long as income tax remains at or above 7s. 6d. in the £ 
(the maximum rate of tax for policyholders’ funds) and so long as the present 
Government policy continues of controlling the market rate of interest at a 
low figure. It is, however, important to realise that even with the present 
rate of bonus, a with-profit policy still represents an attractive investment 
by comparison with the yields obtainable elsewhere on comparable security. 

Turning to the industrial branch, the most important single event of the 
past year was the publication in September of the Government White Paper 
on Social Insurance. This resolved doubts as to the position of the approved 
societies, and if its proposals become law will mean the end of the association 
between industrial assurance and the national health scheme. This association 
has been advantageous to both parties in that it has rendered possible economies 
in administration that would have been difficult to either standing alone. 
The companies will therefore have to face difficult problems of readjustment, 
involving transfers of staff and possibly increases in the expense ratio of the 
business. 

At first sight, the inclusion of a death benefit in the scheme of social 
insurance may seem likely to cause a severe contraction in the scope for 
industrial assurance. This may indeed be the case for a time, but it appears 
quite probable that a greater security of income for the industrial population 
of this country may lead to a greater readiness to effect policies of the endow- 
ment assurance type which have been very popular in recent years, and also 
to meet the larger premiums necessary to secure policies in the ordinary 
branch. After all, the benefits given under the social insurance scheme need 
supplementing if even a subsistence basis of income is to be achieved. Further, 
as the White Paper itself says, “ there still remains the individual’s oppor- 
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tunity to achieve for himself in sickness, old age, or other conditions of difficulty, 
a standard of comfort and amenity which it is no part of a compulsory scheme 
of social insurance to provide.”’ 

For these reasons, while the industry may in a number of directions have 
to re-orientate its outlook, it appears likely that, provided it continues to 
meet the true requirements of the public, it may well be able to rise to new 
heights of prosperity in post-war years, given the conditions of greater in- 

lividual security which it is hoped will result from the introduction of these 


schemes. 





Fire, Accident and Marine Insurance 
(By a Correspondent) 


HE year 1943 was a good one in all the non-life branches of insurance. 
Fire premiums were higher and the profits the best of any of the war 
years. Accident premiums, contrary to expectations, were maintained, 
and the profits, like those of 1942, were very much better than the average 
in this class. In marine insurance there was a sharp fall in premiums, which, 
1evertheless, were at a level two and a half times as great as before the war ; 
the indications were that profits eventually accruing on the 1943 account 
would be higher than for many years. 
In an industry which has had many wartime difficulties to surmount 
such good results may occasion surprise. An obvious handicap, common 
) many industries, is the heavy drain on trained staffs through calls to the 
orces. All branches lost important sections of their business through the 
over-running of overseas territories by the enemy. In fire insurance there 
have been factors making for high losses, such as the use of premises for 
purposes for which they were not designed, the working of staff and machinery 
at abnormal pressure, and the absence of usual standards of supervision ; 
there has also been a loss of stability through the assumption by offices of 
higher commitments than usual on account of the non-availability of the 
European reinsurance market. In workmen's compensation there have been 
influences, similar to those operative in fire insurance, making for high accident 
rates, and offices have assumed, without increasing premiums, additional 
liabilities under wartime measures estimated to involve an average increase 
of 75 per cent. in the cost of each claim. Motor insurance has had to run the 
hesards of the black-out. In marine insurance, underwriters have been 
carrying not only the direct risks of war but also the indirect risks—the very 
much enhanced perils of the sea brought about by voyaging in convoy without 
lights and by unaccustomed routes. 
The explanation of the paradox lies in a number of causes, one being that 
the influences of war do not all operate against insurers. Thus, periods of 
active trade and high prices generally esiaeiae with low fire loss ratios ; when 
employment is full and wages good, injured employees are anxious not to delay 
their return to work ; re duce d traffic density has greatly reduced the frequency 
of road accidents. Furthermore, the proble ms of adjustment to the changed 
conditions of war had by 1943 largely been solved. In this connection it 
should be stressed that throughout the war period insurers have made special 
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endeavours to maintain essential survey, inspection, and loss investigation 
work at a high level, and this has undoubtedly been beneficial in keeping down 
losses. A further feature is that competition—and in consequence pressure 
on rates—has necessarily been less intense in wartime, a feature which has 
been enhanced by the officially-sponsored “‘ standstill ” agreement discouraging 
transfers from one insurer to another. The reduction in competitive practices 
has, of course, been amply justified by the resultant ability of insurers to 
maintain a high standard in essential services; and as the greater part of 
any additional profits is absorbed in taxation, shareholders derive but little 
benefit. 

Turning to a consideration of the results in the individual branches, a 
compilation of the figures of 22 leading British companies, made by Savory’s 
Insurance Share Annual, shows premiums for 1943 aggregating £5: 34 millions, 
an advance of 6 per cent. on the previous year. Since the be ginning of the 
war the income of this group has risen by 20 per cent. In view of the loss 
of business from occupied territories, and the destruction of property at 
home by enemy action, the physical volume of property insured must have 
considerably declined. The explanation of the rise lies solely in increased 

values, and it appears from the references to this subject by chairmen in 
their addresses to shareholders that the process of revising sums assured i 
still far from complete ; further gains in premium income may, aiekate 
be expected for some time to come. The loss experience at home was better 
in 1943 than in 1942, an outcome in all probability of the energetic campaign 
waged by the Fire Offices’ Committee with the object of reducing the national 
loss from fire waste. On overseas business the results were generally good, 
with the exception of the United States, where the majority of offices report 
a loss on their operations. It seems unlikely that insurers will repeat in 1944 
the excellent over-all results of 1942 and 1943. Both at home and in the 
United States the trend of fire losses is strongly upwards, and in addition 
the offices will have to face exceptional losses arising out of the bush fires in 
Victoria (Australia) in January, the explosion at the Bombay docks in April, 
and the hurricane on the Atlantic Coast of America in September. 

In accident insurance, the premium income of the same 22 offices amounted 
to nearly £57 millions, virtually no change on the previous year and about 
6 per cent. be low the pre-war level. It hi 1d been predicted by more than 
one authority that premiums would decline in 1943, because of the effect of 
rate reductions in motor insurance. Actually, any loss of income from this 
source has been completely offset by higher premiums from other types of 
risk handled in the accident department, notably workmen’s compensation 
and burglary. The excellent profits earned in the last two years derive 
chiefly from motor insurance, where the reduction in the number of vehicles 
on the roads has brought a sharp fall in the frequency of accidents. The 
average cost of settling claims has, however, been steadily rising, and insurers 
are certain to experience a rapidly mounting claims cost as soon as present 
restrictions on motoring are relaxed. In workmen’s compensation, wartime 
results have also been not unsatisfactory, increased benefits having been 
counterbalanced by the automatic additions to premiums brought about 
by higher wages. The recent discussions in Parliament on the Government’s 
proposals for industrial injury insurance leave little doubt but that this sphere 
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of activity will soon be lost to private insurers, although a small volume of 
business may still be handled in the insurance of liabilities to workmen at 
common law, and the provision of benefits over and above those granted by 
statute ; British insure rs will in any case continue to transact a substantial 
volume of workmen’s compensation insurance in the United States and other 
overseas markets. 

Finally, in their marine departments, the premium income of 19g offices 
totalled rather more than £23 millions, against £31 millions in 1942, and 
{10 millions before the war. The reduction in 1943 is the direct result of the 
h panty: hazards of the war at sea. During the phase when the U-boat 

enace was on the up-grade, there existed a persistent tendency for rates of 
ae mium to lag behind losses, and underwriters suffered accordingly. Since 
the number of sinkings happily began to fall, however, the same time-lag has 
operated to the underwriters’ benefit, and it is thought that the results on 
ie 1943 account should, therefore, be good. But in any review of the marine 
insurance situation, it is important to bear in mind that, as regards hulls, 
the eventual cost of making delayed repairs is largely an unknown factor, 
and as regards cargoes, the basic rates are likely to prove inadequate on the 
abandonment of the present war surcharges. A difficult competitive situation 
must in any event arise when the large volume of business at present on offer, 
the result exclusively of war conditions, declines to more normal proportions. 





Correspondence 


The Gold Standard Bogy 


To THE Epitor oF “ THE BANKER’ 
SIR, 

The nature of your reply to my rejoinder in last month’s BANKER impels 
me to return once more, with your kind permission, to the subject of Bretton 
Woods. For one thing, you cut out from my letter a paragraph in which [| 
objected to the gross misrepresentation in the October issue, of my attitude 
towards “ professional ’’ economists. You quoted me as having claimed that, 
whenever my views differ from those of the “ professional ’’ economists, it is 
they who are always wrong, while I simply sought to prove that the fact that 

professional "’ economists have not endorsed my thesis does not in itself 
preclude me from being right. 

Apart from this | should like to request you to allow me just once more 
to answer as briefly as possible to the various points of your reply. 

(1) Contrary to your suggestion, the Employment White Paper did noé 
confine the application of dear money to a state of full e mploy ment. Anyway, 
your view that “there is nothing deflationary about raising interest rates 
during a boom ”’ is in itself a valuable piece of evidence to prove that defla- 
tionism is not dead. 

(2) 1 am gratified to note that even you are unable to claim that at Bretton 
Woods any substantial concessions were made to the British point of view. 
[t is now for your readers to judge whether the concessions made to the 
American point of view (a) by giving the Fund full powers to decide when 
they choose to be satisfied that “ fundamental disequilibrium ”’ prevails, 
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(b) by agreeing to spend our last dollar before applying restrictions (c) by 
increasing the Fund’s powers to compel us to remove exchange restrictions, 
and (d) by empowering the Fund to order all members to suspend dealings 
with this country, if it should withdraw rather than submit, are really as 
insignificant as you claim them to be. 

(3) The technical aspects of the Final Act are relevant, because if the plan 
would not technically establish the gold standard by linking sterling firmly 
to gold then the question of its application and interpretation by the politicians 
would not arise at all. And even you cannot claim that technically Bretton 
Woods does not link sterling to gold. 

(4) A“ code of reasonable inte srnational behaviour ”’ was already established 
in the ‘thirties by the Tripartite Currency Agreement of 1936. The freedom 
of weaker parties to withdraw from it provided inducement to the stronger 
parties to be reasonable. This inducement was replaced in the Bretton Woods 
plan by powers to apply sanctions against the weaker parties. 

(5) Perhaps your readers would appreciate it if you could tell the m what 
you precisely mean by “trade balance,’’ by ‘ ‘balance of payments, ” and by 
that mysterious term, ‘“‘ balance of payments on current account,” ‘and, above 
all, what is the difference (if any) between the latter and “ trade balance.” 
To my mind “ balance of payments on current account ”’ does not make sense 
for the “ balance of payments ’”’ necessarily includes capital items as well 
as current items. This view appears to be shared by the authors of the Bretton 
Woods Final Act. Under VIII (5 vi) the Fund may require its members to 
furnish information on the “ international balance of payments, including 
(1) trade in goods and services, (2) gold transactions, (3) known capital trans- 
actions, and (4) other items.’’ Now if the authors of the Final Act used 
“balance of payments ”’ in Article I in the same sense as in Article VIII, 
then the declared purpose of the Fund is to provide means for settling trade 
deficits, not to eliminate them. 

(6) You say the Fund itself is an international tribunal. But it is contrary 
to elementary principles of justice to allow interested parties to form part of 
a tribunal, and to deliver verdicts on matters in which they are directly 
interested. 

(7) Your readers will doubtless form their opinion of your effort to convince 
them that a clause can be both carefully worded and deplorably loosely 
drafted. What matters is that you have admitted that, as the text stands, 
it does authorise the Fund to apply sanctions against ex-members. 

(8) I am glad you do not claim that a uniform change of parities would 
help countries with an overvalued currency and denuded of foreign exchange 
reserves. 

(9) There is an obvious difference between my forecast, made before the 
Presidential election, that the next Administration would oppose changes 
of parities, and your forecast that it would apply the “ waiver clause ’ ‘liberally. 
My forecast did not stand to be affected by the result of the election, except 
in so far as a Re publican Administration would have been even more in favour 
of “‘ hard money ”’ than the present Administration is. 

(10) Readers must judge for themselves whether a specific assurance 
concerning parities is worth less than a vague expression of pious sentiments 
regarding the general attitude of the Fund. 

(11) My main point was that it is not fair to expect this country to spend 
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its last dollar, even after the Fund had to admit the breakdown of the plan, 
before defensive measures can be taken. The fact that you consider this 
provision fair speaks for itself about your attitude towards the American 
point of view. 

(12) Regarding Article V (3 iii) you have shifted the ground of your defence 
instead of admitting that you have overlooked the provision under which 
members cannot draw on their facilities in excess of 25 per cent. of their 
quotas in twelve months. Your new line of defence is, however, fully as 
unsound as the one which you have abandoned under a smoke-screen of 
obscurantism. The point you have succeeded in making simply means that 
even while the Fund’s holding of bankrupt currencies is under 75 per cent. 
of the quotas of the countries concerned, holders of such curre sah cannot 
claim it as a right to be relieved of their holding by the Fund. 

(13) If your view that IV (d) is intended to prevent black markets in 
exchange were correct, then the authors of the Final Act would be in bad 
need of an elementary lesson in foreign exchange. But I think you do them 
less than justice in assuming that they ignore the fact that by forbidding free 
dealing in exchanges outside the official rates the member Governments 
would simply preclude payments for import surpluses—unless, of course, the 
Governments themselves would volunteer to provide the counterpart to the 
buying or selling orders which cannot be executed owing to the absence of a 
private counterpart at the official rates. 

Let me make this point quite clear. Under my interpretation the Govern- 
ment would be under obligation to make good the deficie ney of the market 
in any member currency, and to take up any surplus in any member currency, 
in order to prevent the exchange rates from rising or falling beyond the official 
limit. Under your interpretation, however, there is no provision in the Final 
Act that would compel the Government to make good the deficiency by drawing 
on its own reserve or by using the facilities of the Fund; nor is there any 
provision that would compel it to take up surplus currencies which would 
otherwise become unsaleable at the official price. 

Let us take a concrete example. During a given period U.S. exports of 
goods and services to the U.K. amount to, say, $100,000,000, while U.K. 
exports to the U.S. amount to $60,000,000. In a free market the exchange 
rate would settle around a level at which the missing $40,000,000 would be 
forthcoming, and British importers would be able to remit the debt owed to 
American exporters. Alternatively, the authorities would intervene to prevent 
a depreciation of sterling, and in doing so they would supply the missing 
$40,000,000. But if, as you appear to suggest, they are under no obligation 
to do so, and if the sterling-dollar rate is prevented from de preciating to a 
level at which an equilibrium could be reached between supply and demand, 
then the debt of $40,000,000 would simply remain unpaid. If your inter- 
pretation were correct then Article VII (3+) would be superfluous, for, by 
simply refusing to volunteer to supply the dollars to meet our trade deficit 
with the U.S. the Government could at any time stop the transfers of payments 
for the import surplus. The fact that it was considered necessary to insert 
a clause authorising members to apply such restrictions in certain circum- 
stances is in itself a conclusive proof that your interpretation is wrong. 

Possibly what you and the authors of the plan have in mind is that H.M. 
Treasury would be under obligation to provide the dollars in order to prevent 








plan, 
this 
‘ican 


ence 
hich 
heir 
Yy as 
1 of 
that 
ent. 
not 


3 in 
bad 
1em 
fre 
nts 
the 
the 
fa 


m- 
ket 
cy, 
cial 
nal 
ing 
ny 
uld 


of 
K, 
ge 
be 
to 
ont 
ng 
on 
pa 
id, 


by 
cit 
its 
rt 
n- 


nt 





BANKER.) 





CORRESPONDENCE 





141 








a depreciation of sterling below the official limit, simply because there will 
be no free market immediately after the war, and British exporters will have 
to continue to surrender to the Treasury the dollar proceeds of their exports. 
But the declared ultimate aim of the plan is to restore the free foreign exchange 
market. In any case, there will be countries which will restore a free foreign 
exchange market from the very outset, without at the same time resuming 
free dealings in gold. (Which reminds me: I asked you last month why 
black markets should only be forbidden in countries which cannot buy and 
sell gold freely ?) 

Your concluding paragraph amounts to a suggestion that unless we accept 
the Bretton Woods plan there would be an economic war with the U.S. In 
reality it is the acceptance of that plan which is likely to produce disastrous 
effects on Anglo-American relations. If the plan is applied in accordance 
with its interpretation for British consumption American opinion would feel 
that the U.S. was ‘‘ double-crossed.”’ If, on the other hand, it is applied in 
accordance with its interpretation for American consumption, then the 
situation would become intolerable for this country, and the Government 
would be forced to withdraw from the Fund. In that case, too, there would 
be strong resentment in the U.S., and the attempt to apply Article XI would 
certainly lead to economic war. On the other hand, if instead of surrendering 
unconditionally with mental reservations, this country would stand up for its 
vital interests it would strengthen the hand of those circles in the U.S. who 
realise the necessity for collaboration on a basis of give and take. 

I am, Sir, 
Yours sincerely, 
PAUL EINZIG. 

(We have really very little to add. Point 3 in particular suggests that Dr. 
Einzig has not really digested the argument of our three pre V ious rejoinders 
there are, after all, Moke and ales. In normal usage, “ trade balance’ 
means the difference between merchandise exports and merchandise imports, 
and the “ balance of payments on current account”’ means the differenck 
between merchandise exports plus invisible exports (such as shipping and 
other services), on the one hand, and merchandise imports plus invisible 
_— on the other hand. The balance of payments as a whole, including 
capital items, must of course invariably balance, and this makes it a little 
difficult for us to follow Dr. Einzig’s hypothetical example, in which sterling 
is prevented from depreciating, apparently without intervention on anybody’ s 
part, so that “ the debt of $40,000,000 would simply remain unpaid.” The 
intention of IVb, as argued in our previous articles, is quite clear : members 
are under an oblig gation to support their own currencies, but not those of 
other members, though if dealings in foreign currencies take place they amg 
be at rates within the parity range. Members permitting free dealings it 
gold are deemed to be fulfilling this obligation because the United States, 
for example, by supplying gold against dollars at the parity price, will be doing 
all that is needed to support its own parity. On the other hand, there is no 
obligation on the United States to ensure that holders of zlotys can at all 
times use these to obtain dollars ; it is Poland which undertakes the obligation 
to support its own parity, if the currency is under pressure, by obtaining 
dollars through the use of its liquid assets or facilities with the Fund.—Ed. 
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Belgian Finances during the War 


OME interesting facts about the activities of the National Bank of Belgium 

abroad during the year of occupation were given by M. Theunis, the 

Governor, at an Extraordinary Assembly held during November. The 
decision to transfer the seat of the Bank abroad in case of invasion, M. Theunis 
explained, was due to a desire to preserve the gold stock. This aim was 
achieved. The Bank returns home with its gold stock hardly touched. The 
equivalent of Fcs. 66 millions were used to cover the initial expenses of the 
Government until the beginning of February 1941. From then onwards 
Government expenses were covered by the foreign exchange resources and 
gold of the Belgian Congo. Fes. 44 millions were used to re- “purchase Fes. 50 
millions of Belgian bank notes, brought to Great Britain by Belgian refugees 
and exchanged against sterling by the Bank of England. Finally, in May 1944 
the Bank made available to the Government the equivale nt of about Fes. 172 
millions to pay for 200,000 tons of wheat purchased in Canada. 

Total expenditure was thus Fcs. 282 millions. Against this, there were 
receipts of Fes. 35 millions, as a result of the settlement of a forward sale 
of belgas on the market prior to May 10, 1940. The gold stock of more than 
Fes. 21 milliards has thus been diminished only by Fes. 247 millions. 

On March 4, 1941, the Belgian Government lent to the British Government 
the equivalent of 3 milliards of francs. This amount was returned in March 
1943. M. Theunis referred to the agreement concluded with the Bank of 
France on October 8, by which the latter undertakes to return before December 
23 the Fes. 6,600 millions of gold handed over to Germany by the Vichy 
authorities. The lawsuit is, therefore, automatically abandoned. M. Theunis 
paid tribute to the spirit in which the Bank of France approached this delicate 
matter, spontaneously contacting the Belgian National Bank immediately 
the liberation of French and B elgian territory made direct relations between 
the two banks possible. This attitude of the French central bank, M. Theunis 
observed, is in line with its tradition of high integrity. 

In addition to the advances to the State already mentioned, the Bank 
has put the following sums at the disposal of the Government: Fes. 4,425 
millions to enable the State to cede an equal amount in Belgian bank notes 
to the Allied Expeditionary Force; Fes. 1,000 millions to cover a credit 
opened in favour of the Allied E xpe ditionary Force ; Fcs. 1,000 millions to 
cover the expenses of the Belgian Civil Affairs Mission, and Fes. 3,500 millions 
by way of a credit to the State in the books of the Bank, which would allow 
the State to reimburse, if necessary, Treasury bills sold to the Bank of the 
Belgian Congo in London against the advances granted to the Government 
for its expenses. Advances to the State thus total Fes. 10,201 millions, of 
which Fes. 6,701 millions have actually been used, while the Fcs. 3,500 millions 
earmarked for the transaction with the Bank of the Belgian Congo still remain 
at the Government’s disposal. 

These credits are covered by Treasury bills of a currency of 120 days or 
6 months, without interest. The Bank has, however, reserved its claims 
for interest payments, in case its advances to the State in Belgium itself 
during the occupation should have earned any interest. 
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The Bank’s own expenses in London amounted to £395,796, of which 
£184,423 was spent on the transfer of the Bank’s deposit of 300 tons of gold 
from London to Canada, a transfer which, owing to the help of the Bank 
of England, was effected without loss. The remainder represents mainly 
the cost of printing the new bank notes recently issued in exchange for old 
bank notes, and of those notes issued to the Allied Expeditionary Force. 

At the time of the Assembly, the Bank was engaged in the fusion of its 
London and Brussels accounts. Books and archives were flown back to 
Belgium during the first days of October, and it is hoped that the work will 
be completed without difficulties and in the near future. M. Theunis con- 
cluded his address by mentioning that the National Bank has maintained 
intimate contact with the Bank of England, whose guest it was for more than 
four years, and he expressed his gratitude for the valuable help given to his 
colleagues. 

He then proposed to the Assembly certain alterations in the Bank’s 
Statutes : 

(1) To suspend temporarily the provision by which 40 per cent. of the 
sight liabilities must be covered by gold or foreign exchange, of which at least 
30 per cent. must be gold. The suspension of this provision was decreed by 
the Government on May 1, 1944, with the express intention of enabling the 
Bank to use its gold stock for reconstruction purposes. Until equilibrium 
was restored in the Belgian balance of payments, the Bank’s gold and foreign 
exchange holdings should be available for the purchase of supplies for the 
country. The Bank will also use its assets to keep the exchange rate stable, 
and in this will be further aided by the monetary agreements already concluded 
or to be concluded with other countries. W hen the national economy is 
restored, the percentage of sight liabilities to be covered by gold will be fixed 
anew. The Bank’s gold stock will be provisionally re-valued and, once the 

3elgian franc has been linked to gold, the book profit on that revaluation 
will be used towards repayment of the Government’s debt to the Bank. The 
Government will take any profits due to exchange rate agreements concluded 
by it, and on the other hand will guarantee the Bank against any losses on 
that account. The Bank will retain profits earned from the spread between 
the buying and selling prices of gold and foreign exchange. 

(2) To increase the number of managing directors from four to six, in 
view of the increased tasks of the Bank, which will include frequent discussions 
abroad and particularly in Allied countries. 

(3) To confer temporarily on the Ministers of Economic Affairs, Labour 
and Agriculture the right to nominate candidates for the administration of 
tbe Bank. 

M. Theunis finally said that in the post-war period it would without doubt 
be necessary to retain economic controls pending the return of the economic 
freedom of the past. In particular, exchange control was severe everywhere 
and Belgium to all intents and purposes belonged to the sterling area. 
Contacts with the Federal Reserve Bank, the Bank of England and the Bank 
of France were likely to be extensive. 

The proposed alterations of the Statutes were agreed by the Assembly. 
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International Banking 


Germany 
Gite estabi Headquarters of the Allied Expeditionary Force announced 


the establishment of stringent exchange control in German territory under 

Allied occupation. Their immediate object was to prevent Nazis from 
transferring their ill-gotten gains abroad. An equally important object is, 
however, to prevent a general flight of capital from Germany, such as occurred 
after the last war. It is to the interests of the Allies to maintain financial 
and economic stability in Germany. To that end, Nazis and non-Nazis alike 
must be made subject to stringent measures of control. The new measures 
will prevent foreign exchange dealings until official facilities can be placed 
at the disposal of the civilian population. There is also a ban on the transfer 
of property owned by residents abroad. 

No specific measures appear to have been taken to prevent a wholesale 
export of Reichsmark notes. Yet this was the chief method used in the 
flight of capital after the last war. On the present occasion, this device 
could not be practised on any scale comparable with that of the export of 
mark notes after 1918. For this time the number of people outside Germany 
who would be foolish enough to buy Reichsmark notes would be very small. 
Another omission from the measures taken by the military authorities is an 
embargo on the acquisition of property or securities by Allied or neutral 
nationals. 

France 

One of the consequences of the long-overdue recognition of the Govern- 
ment of General de Gaulle is expected to be the release of French assets blocked 
in the United States. The total is estimated at $1,591 millions, of which 
some $900 millions consists of gold. Of the total, about $500 millions belong 
to private individuals and firms. 

According to a report by the British Chamber of Commerce in Paris, most 
of the securities deposited with the British bank branches in Paris are un- 
touched. This information confirms private advices received by the London 
offices of the banks concerned. It is all the more gratifying as it was generally 
expected that the German occupation authorities would have looted all assets 
of the British banks in Paris. 

The four leading American banks formerly operating in Paris (Chase 
National, National City, Guaranty Trust, and Morgan & Co.) have been 
requested by the U.S. military authorities to re -open their offices and take 
over certain financial functions necessitated by the presence of a large number 
of American troops. It is expected that the American banks will in due 
course re-open their provincial offices, and also their offices in Belgium. 

Greece 

Following on the unprecedented depreciation of the drachma, the Greek 
Government has carried through a drastic monetary reform. The extent of 
the depreciation of the drachma, due largely to deliberate German sabotage, 
exceeded even the record established by the mark in 1923. The Bank of 
Greece issued new drachma notes at the rate of 50,000 million old drachmz 
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HE  seventy-seventh Annual General 
Meeting of the Ottoman Bank was held 
on October 25 in London. 
Mr. A. G. A. Jamieson, the Chairman, in the 
ourse of his speech, said: The balance-sheet 
this year shows an even greater expansion than 
that of the past two or three years; the total 
is £60,027,054, as against £42,360,012 at the 
end of 1942. Liquidity has again been main- 
tained and we have no less than £31,660,000 
in cash and money at call and _ notice, 
{11,705,000 in Treasury Bills and bills receiv- 
able, while British Government securities 
amount to £2,128,000. We have continued to 
include our French assets and liabilities at the 
exchange rate of 176.50 and, as regards Greece, 
the figures are those of December 31, 1940, 
no later details being yet available 
The profit and loss account, containing no 
profits which could not be made effectively 
available in sterling, shows a _ balance of 
27,938 which, added to the amount brought 
forward, makes a total of £463,116, which will 
be carried forward. 


GROWTH OF DEPOSITS 


On the liabilities side of our balance-sheet 
there is an increase in the deposits of some 
-venteen and a-half million pounds. On the 
sets side cash has been increased by six 
illion six hundred thousand pounds, money 
call and notice by over seven millions, and 
bills receivable by three million four hundred 
1ousand pounds. Our investments are greater 
by four hundred thousand pounds, all the 
increase being in British Government securities. 
Thus you will see the whole of the new 
posits in the year have been utilised in a 
idily accessible form, a condition which your 
committee regard as essential in view of the 
factors which have led to the great increase in 
deposits in the various countries where the bank 
is established. 






POSITION IN TURKEY 

In Turkey, weather conditions were favour- 
able for agriculture and crops were accordingly 
abundant. The volume of notes in circulation, 
after falling in the early part of the year, again 
rose, and in December was eight hundred and 
five million Turkish pounds, against seven 
hundred and forty-five millions the previous 
year 

The gold held by the central bank increased 
to nearly two hundred and two million Turkish 
pounds, as against one hundred and forty-three 
million Turkish pounds in December, 1942. 

Wholesale prices continued to rise during the 
first part of the year and, although they 

dropped in the latter part of the year, the 
wholesale prices index being four hundred and 
seventy-three and a-half as against five hundred 
and twenty-one in 1942, the cost of living con- 
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tinued to increase, the figure in Istanbul being 
three hundred and forty-seven in 1943 as 
against two hundred and thirty-two in 1942. 
Our relations with the Turkish Government, 
its various departments, and with the other 
banks remain satisfactory. 


EGYPT AND OTHER COUNTRIES 

In Egypt the expenditure of the British and 
Allied Governments has brought great apparent 
prosperity to the country and has given rise to 
a heavy increase in the cost of living. Efforts 
at price control have had little effect and the 
poorer classes have not benefited from the 
national prosperity and are suffering from high 
prices for the necessities of life. Heavy local 
taxation has had an adverse effect upon our 
divisible profits. 

In Palestine war conditions continued to rule 
the economic and financial situation throughout 
1943 Military expenditure increased the 
liquid resources of the community and there 
was a continual rise in the cost of living. In 
an attempt to check this the authorities intro- 
duced war savings schemes, permitted gold to 
be sold, and imposed higher taxation and more 
rigid price control. 

In Iraq similar conditions to those in other 
Middle Eastern countries prevailed as regards 
currency and prices. The circulation reached 
over thirty-five million Iraq dinars, an increase 
of over thirteen million Iraq dinars during the 
year 

In Iran money was in great demand until the 
last quarter. The market for local products 
was very active, though exports were curtailed 
by lack of transport. Imports continued to be 
on a restricted scale, and merchants who 
secured goods from the United Kingdom, the 
United States and India made large profits. 

In Cyprus, despite indifferent crops, there 
was moderate prosperity resulting from better 
prices for exports 








THE FUTURE 
Every country in which this bank has 
interests has either suffered the martyrdom of 
German occupation, or is faced by the problem 
of readjustment of its economic life 


[he process of recovery and readjustment 
will be slow and painful, and no doubt many 
mistakes will be made in the process. But the 
Ottoman Bank is in a strong and solid position 
to face these problems and to take its part in 
rebuilding the commercial life of the countries 
which constitute its territory. Il am confident 
it will continue the service which it has 
rendered for so many years in lands which are 
of great historic, sentimental and economi 
importance to Turkey, Britain and France. 


The report and accounts were unanimously 
adopted. 
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for each new drachma. The exchange rate for the new drachma has been 
fixed at Dr. 600 to the pound, giving an exchange value for the pound of 
30 million millions of old drachme. The Governor of the Bank of Greece 
estimated the circulation of old drachme at Dr. 2,500,000,000,000,000,000, 
The new notes are fully covered by gold and foreign exchange assets totalling 
£43 millions. 

The British authorities gave every assistance to the Greek authorities 
in order to enable the latter to solve their currency problem. Sir David 
Waley paid a visit to Athens and advised the Greek Government. At the 
same time sovereigns were flown to Athens, and large quantities of supplies 
were shipped for the Greek civilian population. The presence of Mr. Eden 
in Athens also helped the Greek Government in its task of achieving political 
stability, which was a preliminary condition to exchange stability. 





Publications 


International Aspects of Wartime Monetary Experience. By Richard 
A. Lester. (Princeton University.) The pamphlet reviews the experience 
both of the Allies and enemy countries in the use of military currency and 
also the fixing of exchange rates in occupied countries, as well as the policy 
of gold sales to check inflation, and under each head sets out some very 
interesting material. Thus, it is shown that until 1941 the Japanese were 
able to secure vital war supplies either by obtaining Chinese goods for export 
in exchange for military currency, or by using Chinese national dollars to buy 
from the banks in Shanghai foreign exchange supplied in the main by the 
British and American stabilization loans to China. On the policy of gold 
sales, the general conclusion is that this has exercised a depressing influence 
on commodity prices and helped to neutralize to some extent the inflationary 
effect of Allied expenditures in areas like the Near East and India. Over 
the twelve months to April 1944, the local price of gold fell from the equivalent 
of $81 in Iran to $70, and from $76 to $60 in India. On the other hand, 
the price rose from $280 to $500 in China and “even at the special 1944 
Army rate of 40 Chinese dollars to one American dollar, we are paying in 
American dollars from 50 to 100 times what the same item would cost in 
this country. Yet we have permitted China to import and sell gold there 
and to make the profit.’’ With regard to exchange rates, the pamphlet 
recalls that when the Germans fixed exchange rates that overvalued the mark, 
‘ writers here and in England were quick to point out how the Germans would 
gain in barter terms of trade, in the acquisition of large import balances, and 
so forth. What those writers overlooked was that although the Germans 
might control the exchange rate, they did not control the internal purchasing 

power of the currency of the occupied countries. Soon internal price inflation 
in the occupied countries had reversed the situation, leaving most of the 
currencies overvalued in terms ot the mark.’’ It is pointed out that in areas 
they have occupied, the Allies have been plagued by problems similar to those 
that beset the Germans: ‘‘ With our penchant for fixed exchange rates, our 
action to affect terms of trade is the single, discontinuous action of initial 
fixation of the exchange rate. . Through influence over internal prices, 
the occupied country may thereafter larg gely determine the changes in the 
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terms of trade between the Allies and the occupied country.’’ The moral is 
drawn that fixed exchange rates not only have their disadvantages in war 
conditions but will continue to do so for some time afterwards: “In most 
areas where the Allies have had troops, the native currencies will be left highly 
overvalued at existing exchange rates. The currencies of most Latin-American 
countries will also tend to be overvalued relative to the dollar. Continental 
Europe will probably be in greater monetary confusion at the end of this 
war than at the termination of World War I. The Far East will be full of 
military currency. . .. A straitjacket of fixed exchange rates under such 
circumstances could mean but one thing: indefinite continuation of wartime 
controls over international trade and finance.” 

Principles of Prosperity, by Francis W. Hirst (Hollis and Carter, price 
8s. 6d.). In his preface, Mr. Hirst announces the unexceptionable conclusion 
that the ‘‘ refinements of casuistry have done more harm than good to the 
science by distracting public attention from central truths, such as the division 
of labour, the function of profits, the laws of supply and demand, and the 
theory of money.” Unfortunately, “ casuistry’’ for Mr. Hirst seems to include 
the whole of economic thought later than the writings of those “ foremost 
modern economists, Stanley Jevons and Alfred Marshall.’ One example 
will suffice to illustrate the general lines of Mr. Hirst’s economic philosophy. 

The idea that destruction can be good for trade is dismissed as an outright 
fallacy with the comment that the storm which shatters windows “‘ is obviously 
good for the glass-workers. It makes work ; for the loss has to be repaired. 
But the loss remains.’ Should it be necessary in this year of grace to point 
out that this is only true in the special and hitherto extreme ly rare case of 
full employment ? If resources are une mployed, the additional expenditure, 

by increasing incomes and via the multiplier effect, will bring into existence 
consumption goods (over and above the new windows) that would not other- 
wera have been produced ; the breaking of the windows may result either in 
net gain or net loss for the community as a whole. It is this tacit and un- 
re alistic assumption of continuous full employment that rightly did so much 
to discredit economists with the public at large. Nowadays, economists 
undoubtedly have some important truths to teach. But the repute of the 
science will not be re-established by Mr. Hirst’s brand of pre-Keynesian 
dogma, even if bad economics is interspersed with much sound common sense. 


National Income and Expenditure, by J. E. Meade and Richard Stone 
(Oxford University Press, price 2s.). The three-year-old demand for a straight- 
forward guide to the Budget White Paper has now been met by the two writers 
best qualified to meet that need. In simple language, Messrs. Meade and 
Stone resolve some of the difficulties of definition and terminology which 
trouble the layman (such as the meaning of “‘ factor cost ”’) and also review 
the general trends shown by the White Paper figures. Nor is it only the 
beginner in the mysteries of national income who can profit by this admirable 
little pamphlet, for the authors set out some interesting figures which are 
otherwise not readily accessible. For example, with the help of additional 
information since published in Hansard, a table is included analyzing personal 
expenditure on consumption in much greater detail than was done in the 
White Paper itself. One notes that whereas expenditure on beer etc., at 
market prices has little more than doubled (from {£268 millions in 1938 to 
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£565 millions last year), expenditure on tobacco was nearly trebled (from 
£174 millions to £488 millions). Even more useful are the national income 
figures given for the United States, on the same basis as our own statistics, and 
covering not only the war period but the slump from 1929 to 1933. One 
of these tables is set out below : 


TABLE IV 
NET NATIONAL INCOME AND EXPENDITURE AT FACTOR COST 





U nited a United States 


£000,000 | $000,000,000 


1938 eo 1929 1933 1937 1938 
| 


Rent of land and buildings 380 41] 
Profits and interest ai 1,317 a J 
Salaries a a os 1,099 ,300 
. Wages aie a << 72 >, 909 
Pay and allowances of the 
armed forces < we ,056 


34 12 25 22 


\ 


| 
| 
| 
| 
| 
| 
| 





Net national income 
factor cost 


7. Personal expenditure on 
current goods and services 
at market prices .. 

8. Expenditure by public au- 

thorities on goods and 
services 


Private net investment at 


ta. nad 
CL LAACDS ANG 


er subsidi 


Of ny 52 per cent. decline in the U.S. national income between 1929 and 1933, 
it is pointed out, about one quarter may be explained by a fall in prices, 
raat rather more than one-third to be explained by a reduction of output 
(whereas the decline of 15 per cent. in our own national income over these 
years was entirely due to falling prices, real income being only slightly 
diminished). Such figures, as the authors observe, illustrate the way in 
which national expenditure estimates might be used—and undoubtedly will 
be used in this country—to analyze peacetime fluctuations in demand. No 
student of economics can afford to be without this extremely helpful 
publication. 

Talks with a Banker. By Oscar R. Hobson. (King and Staples, price 
Is. net.) In this use ful pamphlet, Mr. Hobson sets out the monetary facts of 
life in the form of a dialogue between an enquiring customer who asks all 
the right questions poe an exceptionally well-informed bank manager who 
happens to know all the answers. The first nine talks explain the general 
mechanism of banking and credit, while the final four discuss some issues of 
topical interest, such as the costless credit fallacy and the question whether 
bank deposits are savings. It goes without saying that a very great deal of 
useful information and sound sense is packed into the pamphlet’s sixty pages, 








om 
me 
ind 
Yne 








149 









PUBLICATIONS 





and it should certainly provide a useful antidote to the effusions of the 
currency cranks and monetary reformers. 


How to Deal with Germany, by Sir Walter Layton (News Chronicle, 
price 6d.). Sir Walter holds that punitive measures should be severe and 
spectacular; he naturally advocates complete disarmament enforced by 
supervision, but rejects the idea of dismemberment (as distinct from adjust- 
ments of frontiers). For the economic reconstruction of Europe as a whole, 
Sir Walter points to four main tasks: the control of the heavy industries of 
Europe, supervision of cartels, encouragement of secondary industries in 
Eastern and Southern Europe, to lessen the dependence of these countries on 
Germany, and, finally, the modernizing of agriculture throughout Europe. 
This programme would be embodied in a five- or ten-year plan. 


A Constructive Reparations Policy, by Eugen Spier (Lindsay Drummond, 
price 1s. 6d.). The author argues that it was a “ fallacy ’’ to demand repara- 
tions in monetary terms. This may perhaps be conceded in the sense that 
it was ineffectual to do so without maintaining control over German monetary 
and fiscal policy, though if this had been done there would be no advantage 
in demanding specific goods and services—quite the contrary. The main 
heads of the policy advocated include: Surrender of all holdings of foreign 
exchange and foreign securities, expropriation of all increments of wealth and 
property accrued since 1933 (since ‘‘ no anti-Nazi could have possibly increased 
his wealth in that period ’’), and a capital levy on possessions exceeding the 
equivalent of £1,000, the proceeds of these levies to be employed in the first 
instance in restarting the German economy, and finally the diversion to the 
United Nations of the available surplus on current account after providing 
the German people with a “ reasonable ” standard of living. 

































SCOTTISH AGRICULTURAL SECURITIES CORPORATION 


In our last issue, a contributor stated that the advances of the Scottish Agricultural 
Securities Corporation had increased ‘‘ from £21,105 at the end of 1942 to £34,186 at 
the end of 1944.’’ These figures represent the increases in total advances during the 
calendar years mentioned. The Corporation’s financial year, however, closes on March 31, 
and the latest balance sheet shows agricultural advances of £737,486, an increase of 
slightly less than £13,000 on the figure for March 31, 1943. 









THE COLONIAL MUTUAL LIFE ASSURANCE SOCIETY LTD. 
(INCORPORATED IN AUSTRALIA 1873) 







ASSETS at 3lst December, 1938 - - - £23,781 ,017 
ASSETS at 3lst December, 1943 - = £35,214,805 
Apply for particulars of “ The Golden Key” Policy featuring Child’s Deferred 
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HEAD OFFICE FOR THE UNITED KINGDOM : 
4, ST. PAUL’S CHURCHYARD, LONDON, E.C.4 
where Policies are issued and Claims paid in sterling 


Manager for U.K. : GEORGE A. BEATTON 









Telephone : CITY 2671 
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Appointments and Retirements 


Bank of Montreal—Mr. John Alexander Humbird, of Chemainus, B.C., a 
leading figure in the lumber business in British Columbia, has been elected 
a director of the bank. 


Dominion Bank—Lieut.-Col. Lionel David Mackenzie Baxter, O.B.E., of 
Winnipeg, was elected a director on November 10. Lieut.-Col. Baxter is 
president of Osler, Hammond and Nanton, Ltd., of The Osler and Nanton 
Trust Company, and of The Calgary and E dmonton C orporation Ltd. 


Lloyds Bank—Mr. R. A. Wilson is to retire at the end of the year, after 
completing 46 years’ service in the bank. Mr. Wilson was appointed an assist- 
ant general manager in 1924, joint general manager in 1929, and a chief 
general manager in 1939. He was elected a director of the bank in 1941 
and on his retirement will be appointed a vice-chairman of the board. Mr. 
Wilson was president of the Institute of Bankers in 1937 and 1938. Mr. 
Sydney Parkes will continue as a director and sole chief general manager. 
On January 1 next the following appointments will become effective: Mr. 
E. Whitley-Jones and Mr. A. H. Ensor, joint general managers, to be deputy 
chief general managers. Mr. F. S. Cheadle and Mr. W. B. Mayles, assistant 
general managers, to be joint general managers. Mr. E. J. Hill, from 39 
Threadneedle Street, and Mr. A. Jj. Faux, from Law Courts branch, to be 
assistant general managers. Meanwhile, Mr. F. U. Ashford, from Fording- 
bridge, and Mr. W. Murgatroyd, from Elland, are appointed inspectors in 
the Chief Inspector’s department, Head Office. 


Martins Bank—Mr. G. O. Papworth has been appointed assistant general 
manager (Administration). He has been chief accountant for the past seven- 
teen years and is also a vice-president of the Liverpool centre, on whose 
council he has served since 1908. Head Office: Mr. W. H. T. Laidlaw, formerly 
assistant chief accountant, has been appointed chief accountant. Liverpool 
City Office: Mr. W. D. Armstrong, formerly manager of Victoria Street, 
Liverpool, has been appointed manager in succession to Mr. W. Thomson. 
Mr. J. R. Whittle, formerly assistant manager of South John Street, Liverpool, 
has been appointed sub-manager of Live rpool City Office. 


Midland Bank—Mr. O. E. Wood, M.A., LL.B., hitherto assistant general 
manager, has been appointed joint general manager. 

North of Scotland Bank—Head Office: Mr. James D. Petrie, chief 
inspector, to be superintendent of branches. Mr. John G. Chapman, ac- 
countant, to be chief accountant. Mr. David Smith, an inspector of branches, 
to be senior inspector. Mr. David F. Gibson and Mr. Peter J. E. Taylor, 
assistant inspectors of branches, have been appointed inspectors of branches. 
Mr. George G. Cook, of the accountant’s department, head office, has been 
appointed head office accountant. 

Che British Linen Bank, Edinburgh.—yead Office: Mr. Thomas Smith, 
assistant cashier, to retire. Mr. James Winton, accountant at Glasgow, has been 
appointed assistant to the accountant and cashier at head office. Glasgow : 
Mr. William Herbert Law Davidson, of head office, has been appointed 
accountant at Glasgow. 
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